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OFFICE  OF  MANAGEMENT  AND 
BUDGET 

OFFICE  OF  FEDERAL  PROCUREMENT 
POUCY 

4  CFR  Ch.  Ill 

48  CFR  Parts  9900, 9902, 9903, 9904 

Cost  Accounting  Standards  Board; 
Recodification  of  Cost  Accounting 
Standards  Board  Rules  and 
Regulations 

agency:  Cost  Accounting  Standards 
Board,  OfTice  of  Federal  Procurement 
Policy,  OMB. 

action:  Final  rule. 


summary:  The  Office  of  Federal 
Procurement  Policy,  Cost  Accounting 
Standards  Board,  hereby  establishes 
(recodifies)  at  48  CFR  chapter  99,  the 
Cost  Accounting  Standards  Rules  and 
Regulations  previously  found  at  both  48 
CFR  peirt  30,  and  CFR  parts  331  through 
420.  The  Board  is  taking  this  action  in 
order  to  provide  for  a  single  unified  set 
of  rules  and  Cost  Accounting  Standards 
(CAS)  applicable  to  Government 
contractors  and  subcontractors.  This 
action  by  the  Board  results  only  in  the 
reestablishment  of  previously 
promulgated,  and  currently  applicable, 
rules  and  cost  accounting  standards. 

This  rule  represents  an  eHort  by  the 
Board  to  finally  reconcile  the  existing 
sets  of  cost  accounting  standards 
previously  promulgate  by  other  bodies. 

The  rule  is  a  part  of  the  Federal 
Acquisition  Regulation  System.  The 
Board  is  assigned  chapter  99  within  title 
48  for  the  purpose  of  codifying 
regulations  that  fall  within  its 
jurisdiction.  Statutory  authority  for  this 
regulatory  assignment  is  provided 
pursuant  to  section  5(h)(1)  of  the  Office 
of  Federal  Procurement  Policy  Act  of 
1988,  41  U.S.C.  422(h)(1),  which  provides, 
in  part  that  rules  and  regulations 
promulgated  by  the  BoaM  shall  be 
incorporated  into  die  Federal 
Acquisition  Regulation  (FAR).  This 
regulation  provides  the  basis  for 
application  of  the  Cost  Accounting 
Standards  to  covered  Government 
contractors  and  subcontractors. 

On  June  12, 1991,  the  Board  published 
in  the  Federal  Register,  a  notice  of 
proposed  rulemaking  (NI^IM)  respecting 
the  recodification  of  the  Cost 
Accounting  Standards,  56  FR  26968.  This 
final  rule  is  established  by  the  Board 
after  consideration  of  public  comments 
received  in  response  to  the  NPRM. 

EFFECTIVE  DATE:  This  rule  is  elective 
April  17. 1992. 


FOR  FURTHER  INFORMATION  CONTACT: 

Richard  G  Loeb,  Executive  Secretary, 
Cost  Accounting  Standards  Board 
(telephone:  202-395-3254). 

8UPP1CMENTARY  INFORMATION: 

A.  Badcground 

Section  5  of  Public  Law  100-679,  the 
Office  of  Federal  Procurement  Policy 
Act  Amendments  of  1988, 41  U.S.C.  422, 
established  a  Cost  Accounting 
Standards  Board  (CASB)  within  the 
Office  of  Federal  Procurement  Policy. 

The  Board  consists  of  five  members, 
including  the  Administrator  for  Federal 
Procurement  Policy,  who  serves  as 
Chairman.  The  Board  has  the  exclusive 
statutory  authority  to  make,  promulgate, 
amend,  and  rescind  cost  accounting 
standards  and  interpretations  thereof 
designed  to  achieve  uniformity  and 
consistency  in  the  cost  accounting 
practices  governing  measuremenL 
assignment  and  allocation  of  costs  to 
contracts  and  subcontracts  with  the 
United  States  Government. 

The  rules  and  regulations  that  are  the 
subject  of  this  rulemaking,  were  initially 
prescribed  by  the  previous  Cost 
Accounting  Standards  Board, 
established  under  the  authority  of 
section  719  of  the  Defense  Production 
Act  of  1950,  SO  U.S.C..  App.  2168,  and 
were  codified  at  4  Cm  parts  331  through 
42a  The  previous  Board  was  an 
independent  agency  within  the 
Legislative  Brandi  and  was  chaired  by 
the  Comptroller  General  of  the  United 
States.  That  Board  ceased  operations  on 
September  3a  198a  Nevertheless,  the 
Cost  Accounting  Standards  promulgated 
by  that  body  remained  in  full  force  and 
defect.  On  September  30. 1987,  the 
signatories  to  the  Federal  Acquisition 
Regulation  promulgated  a  rule 
recodifying,  «vith  minor  editorial 
modifications,  the  rules  and  regulations 
issued  by  the  previous  Board.  That  rule 
is  found  at  48  CFR  part  30.  Since  1987, 
both  CAS  rules  have  been 
independently  codified  in  the  Code  of 
Federal  Regulations. 

The  rule  whidi  is  the  subject  of 
today's  action,  is  for  the  purpose  of 
recoffifying,  into  a  single  set  of  uniform 
regulations,  those  Cost  Accounting 
Standards  that  are  applicable  to  covered 
Government  contractors  and 
subcontractors.  This  single  rule  replaces 
all  previously  issued  sets  of  Cost 
Accounting  Standards,  and  serves  to 
eliminate  confusion  over  the  appropriate 
regulatory  base  for  issuance  of  the 
Standards.  Althou^  the  Board  may 
consider  substantive  future  amendments 
to  the  Standards,  this  recodification  is 
administrative  in  nature,  and  serves  to 
bring  the  Cost  Accounting  Standards 


into  compliance  with  the  statutory 
requirements  of  section  5(h)  of  the 
Office  of  Federal  Procurement  Policy 
Act  of  198a  which  requires  that  the  Cost 
Accounting  Standards  be  incorporated 
into  the  Federal  Acquisition  Regulation 
system.  For  the  purpose  of  complying 
with  this  section  of  the  Office  of  Federal 
Procurement  Policy  Act  Amendments, 
the  Office  of  the  Federal  Register  has 
assigned  to  the  Board,  chapter  99  of  title 
48  of  the  Code  of  Federal  Regulations. 
Qiapter  99  is  within  the  exclusive 
regulatory  jurisdiction  of  the  Board,  and 
this  recodification  insures  that  the 
Board's  rules  and  regulations  are 
assigned  to  an  appropriate  chapter  of 
the  Code  of  Federal  Regulations  over 
whidi  the  Board  has  complete 
regulatory  cognizance. 

Because  this  rule  is  codified  in  a 
supplementary  chapter  of  the  Federal 
A^uisition  Regulation  system,  the 
format  used  for  codification  of  the  Cost 
Accounting  Standards  found  at  48  CFR 
part  30  has  been  retained  in  this 
recodification,  whenever  practicable. 
This  has  been  done  in  order  to  minimize 
regulatory  citation  changes,  and, 
b^ause  that  version  meets  the 
formatting  protocols  of  the  Federal 
Acquisition  Regulation  system 
(including  supplements  thereto). 
However,  this  rule  is  intended  to  be 
consistent  with  the  promulgations  of  the 
previous  CASB  to  the  maximum  extent 
practicable  as  prescribed  by  section 
5(j)(l)  of  Public  Law  100-679. 

S^tion  5  of  Public  Law  100-679  also 
required  certain  changes  to  be  made  in 
the  substance  of  the  Cost  Accounting 
Standards.  Among  these  changes  are  an 
increase  in  the  covered  individual 
contract  threshold  fiom  $100,000  to 
$50a000,  and  the  extension  of  CAS 
coverage  to  non-defense  contracts.  The 
threshold  increase  to  $50a000  has  the 
effect  of  eliminating  the  triggering 
mechanism  whereby  the  award  of  one 
$500,000  contract  was  a  prerequisite  to 
the  coverage  of  all  subsequent  contract 
awards  over  $100,000.  The  Board 
continues  to  study  the  desirability  of 
increasing  this  and  other  dollar 
thresholcU  contained  in  the  Cost 
Accounting  Standards,  such  as  those 
relating  to  disclosure  statement 
requirements  and  modified  coverage. 

Foe  purposes  of  this  rule,  diresholds 
other  than  those  mandated  in  the 
statute,  or  previously  revised  within  part 
30,  have  not  been  altered. 

The  language  in  this  rule  also  contains 
revisions  to  the  Cost  Accounting 
Standards  clauses  in  order  to 
accommodate  certain  language 
contained  in  Public  Law  100-679 
pertaining  to  the  appropriate  interest 
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rate  used  for  CAS-mandated  price 
adjustments,  the  offset  meidianism,  and 
the  settling  of  contract  disputes.  Section 
5(h}(4]  of  Public  Law  100-679  requires 
use  of  the  interest  rate  established 
pursuant  to  26  U.S.C.  6621  for  contract 
price  adjustments  made  under  the 
requirements  of  the  Cost  Accounting 
Standards.  This  rule  applies  this 
referenced  interest  rate  only  when 
specifically  required  by  statute.  The 
CASB  considered  use  of  this  interest 
rate  throughout  the  Standards.  However, 
the  Board  was  ultimately  persuaded  that 
such  an  action  would  exceed  the 
boundaries  of  a  recodification  of 
existing  Standards.  In  addition,  the 
Board  believes  that  the  use  of  an 
interest  rate  other  than  the  current 
Treasury  rate,  for  such  items  as  the  cost 
of  money  applied  to  facilities  capital, 
requires  fiirther  study  and  analysis. 

This  rule  attempts  to  distinguish,  and 
leave  to  agency  implementation,  that 
coverage  within  46  CFR  part  30,  that 
represents  agency  activity  which  is 
purely  administrative  in  nature,  as 
opposed  to  those  sections  of  the  Cost 
Accounting  Standards  which  were 
promulgate  by  the  previous  Board.  This 
distinction  has  not  been  observed  in 
some  minor  instances  in  order  to 
maintain  readability  and  topic 
completeness. 

The  contract  clauses  required  by  the 
Cost  Accounting  Standards  are  included 
in  this  chapter  99  immediately  following 
their  prescriptive  coverage  in  a  manner 
similar  to  the  presentation  adopted  by 
the  previous  Sard's  rules.  Although  it 
was  not  one  of  the  original  provisions 
prescribed  by  the  previous  Board,  the 
provision  entitled  “Notices  and 
Certifications  Clause"  has  been  retained 
as  required  coverage  in  recognition  of  its 
usefulness  in  the  determination  of  an 
offeror's  CAS-eligibility  status. 

Definitions  have  been  reinserted  in 
the  individual  Standards  to  which  they 
are  relevant  as  was  the  protocol 
observed  in  the  original  Board’s 
regulations.  The  current  Board  views  the 
manner  of  inclusion,  or  lack  thereof,  of 
definitions  «vithin  48  CFR  part  30,  as 
having  proven  unwieldy.  A  complete 
glossary  of  terms  defined  by  the 
previous  Board  and  cross-references  to 
the  relevant  Standards  in  which  they  are 
found,  is  included  at  9903.301. 

Exemptions  and  effective  date 
paragraphs  within  individual  Standards 
are  intended  to  mirror  the  intent  of  the 
original  Board's  regulatory 
promulgations.  Some  outdated 
references  contained  in  the  original 
Standards  needed  to  be  updated  to  more 
appropriately  capture  the  original  sense 
of  an  exemption.  The  effective  date 
paragraphs  are  intended  to  provide  for  a 


smooth  transition  from  48  CFR  part  30 
coverage  into  that  of  chapter  99.  while 
not  creating  separate  CAi^overed 
universes.  Transitional  grace  periods  for 
newly-covered  contractors,  e.g.,  non- 
defense  contracts  and  subcontracts,  are 
intended  to  follow  those  granted  by  the 
previous  Board  to  those  affected  by  a 
new  Standard. 

Several  commenters  expressed  the 
view  that  the  Board  should  provide  for 
an  extended  “grace  period”  for  civilian 
agency  contractors  before  subjecting 
them  to  the  full  impact  of  CAS  coverage. 
Upon  review,  the  Board  concluded  that 
this  nile  provides  for  a  sufficient  “grace 
period”  as  written.  For  instance, 
although,  civilian  agency  contractors 
may  now  be  subject  to  modified  CAS 
coverage  upon  the  award  of  a  single 
negotiated  contract  exceeding  the  newly 
established  $500,000  individual  contract 
coverage  threshold,  the  Board  concluded 
that  the  impact  of  modified  CAS 
coverage  on  previously  exempt  civilian 
agency  contractors  was  minimal.  With 
respect  to  full  CAS  coverage,  the  Board 
concluded  that  under  9903.201-l(a). 
there  is,  for  most  contractors,  an 
automatic  “grace  period”  of  at  least  a 
single  cost  accounting  period  (typically 
a  fiscal  yeeur)  before  die  full  CAS 
coverage  clause  prescribed  in  9903.201- 
4(a)(2)  is  properly  included  in  covered 
contracts.  Moreover,  the  effective  date 
paragraphs  of  most  of  the  Standards 
provide  for  application  of  the  individual 
Standard! s)  io  affected  contractor 

beginning  with  the  next  full  or  second 
full  fiscal  year  beginning  after  the 
receipt  of  a  contract  (that  includes  the 
full  CAS  coverage  clause  prescribed  in 
9903.201-4(aK2))  to  which  the 
Standard(s)  applies.  The  Board 
concluded  that  this  time  frame  for 
application  of  most  of  the  Standards 
provides  a  sufficient  “grace  period"  for 
contractors  to  accommodate  to 
necessary  cost  accounting  practice 
changes  that  may  be  required  pursuant 
to  this  rule.  The  exception  to  this 
general  rule  could  occur  only  if  a 
previously  exempt  civilian  agency 
contractor  received  a  single  negotiated 
contract  award  of  $10  million  or  more.  In 
that  case,  the  contractor  would  have 
until  the  beginning  of  its  next  fiscal  year 
to  comply  with  the  requirements  of  most 
of  the  Standards  prescribed  in  9904.403 
through  9904.420.  Under  these 
circumstances,  the  Board  concluded  that 
the  dollar  magnitude  of  those  covered 
contracts  warranted  application  of  full 
CAS  coverage  on  a  sooner  basis. 

Finally,  the  Board  is  considering 
modifications  to  the  dollar  thresholds 
for  full  CAS  coverage  application,  as 
well  as  the  reestablishment  of  the 
“trigger  contract"  concept  adopted  by 


the  previous  Cost  Accounting  Standards 
Board  (eliminated  in  this  rule  due  to  the 
increase  in  the  individual  contract 
threshold  from  the  previous  $100,000  to 
the  current  $500,000).  See  56  FR  28780 
(June  24, 1991).  Should  the  Board  adopt  a 
final  rule  respecting  tihese  matters  prior 
to  the  application  of  tfiese  Standards  to 
certain  previously  exempt  contractors, 
those  thresholds  would  supersede  any 
dollar  thresholds  prescribed  in  this  rule. 

One  commenter  informally  suggested 
that  the  effective  date  for  this  rule 
should  be  no  sooner  than  120  days  after 
publication  in  the  Federal  Register.  The 
Board  disagrees.  While  41  U.S.C. 

422(g)(2)  and  the  Board's  own  rules  and 
procedures,  at  48  CFR  9901.305(e), 
provide  that  cost  accounting  standards 
promulgated  by  the  Board  shall  become 
effective  within  120  days  after 
publication  in  the  Federal  Register  in 
final  form,  unless  the  Board  determines 
that  a  longer  period  is  necessary,  the 
Board  does  not  believe  that  these 
provisions  apply  to  the  recodification  of 
existing  Standards.  With  respect  to  its 
own  rules  and  procedures,  the  Board’s 
position  is  that  the  referenced  provision 
applies  only  to  the  promulgation  of  new 
Standards,  or  the  amendment  of 
previously  promulgated  Standards.  Nor 
is  the  Board  persuaded  that  the 
statutory  provisions  concerning  effective 
dates  applies  in  the  circumstance  of  this 
recodification.  If  this  were  the  case,  the 
promulgation  of  this  rule,  whidi  replaces 
all  previously  existing  sets  of  Cost 
Accounting  Standards  applicable  to 
Government  contracts  and  subcontracts, 
would  leave  a  120-day  gap  in  the 
applicability  of  any  Standards  and 
implementing  regulations  to  newly 
awarded  contracts.  The  Board  is 
unwilling  to  ascribe  such  an  intent  to 
this  particular  provision  of  the  Board's 
organic  legislation. 

48  CFR  part  30  also  contained  two 
minor  changes  to  the  Standards  that 
were  made  subsequent  to  the  original 
Board’s  cessation  of  operations.  One  of 
the  changes  includes  an  increase  in  the 
minimum  capitalization  threshold  for 
tangible  assets  from  $1,000  to  $1,500  as  a 
partial  reflection  of  the  effects  of 
inflation.  The  second  change  was 
necessitated  as  a  result  of  the  previous 
Board's  use  of  state  lump-sum 
settlement  rates  as  an  alternative  to 
using  the  Treasury  Rate  of  Interest  to 
compute  a  discounted  value  of 
workmen's  compensation  claims.  That 
alternative  was  eliminated  in  part  30. 
This  rule  ratifies  these  two  changes.  The 
Board  believes  that  a  failure  to  do  so 
would  cause  needless  confusion  among 
covered  contractors  and  subcontractors. 
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and  would  create  inequities  for  all 
parties  to  the  contracting  process. 

B.  Preambles  to  the  Cost  Accounting 
Standards 

Preambles  to  the  Cost  Accounting 
Standards  published  by  the  original  Cost 
Accounting  Standards  Board,  as  well  as 
those  preambles  published  by  the 
signatories  to  the  Federal  Acquisition 
Regulation  respecting  changes  made 
under  their  regulatory  authorities,  are 
available  by  writing  to  the:  Publications 
Office,  Office  of  Administration, 
Executive  Office  of  the  President,  725 
17th  Street,  NW.,  room  2200, 

Washington,  DC  20500,  or  by  calling 
(202) 395-7332. 

C.  Paperwork  Reduction  Act 

The  information  collection  aspects  of 
this  rule  have  been  approved  by  the 
Office  of  Management  and  Budget,  and 
assigned  Control  Number  0348-0051. 

D.  Executive  Order  12291  and  the 
Regulatory  Flexibility  Act 

This  rule  recodifies  existing  Cost 
Accounting  Standards  Rules  and 
Regulations.  The  economic  impact  on 
contractors  resulting  from  this 
recodification  is  expected  to  be  minor. 
Therefore,  the  Chairman  has  determined 
that  this  is  not  a  "major  rule”  under 
Executive  Order  12291,  and  that  a 
regulatory  impact  analysis  is  not 
required.  Furthermore,  this  regulation 
will  not  have  a  significant  effect  on  a 
substantial  number  of  small  entities 
because  small  businesses  are  exempt 
from  the  application  of  the  Cost 
Accounting  Standards.  Therefore,  this 
rule  does  not  require  a  regulatory 
flexibility  analysis  under  the  Regulatory 
Flexibility  Act  of  1980. 

E.  Public  Comments 

This  final  rule  is  based  upon  the 
Notice  of  Proposed  Rulemaking  (NPRM) 
published  in  the  Federal  Register  on 
June  12, 1991  (56  FR  26968),  wherein 
public  comments  were  invited.  Nine 
commenters,  representing  individuals, 
government  contractors,  and 
professional  and  associations,  submitted 
timely  comments.  These  comments  and 
the  Board’s  actions  taken  in  response 
thereto  are  summarized  in  the 
paragraphs  that  follows: 

Comment:  Three  commenters  stated 
that  the  Board  should  not  adopt  the 
Federal  Acquisition  Regulation  (FAR) 
part  30  capitalization  threshold  of  $1500 
in  lieu  of  the  previous  Board’s  threshold 
of  $1000.  They  premised  this  view 
largely  on  the  issue  of  remaining  faithful 
to  the  original  Board’s  promulgation. 

Response:  The  Board  has  determined 
that  it  will  continue  to  allow  the 


utilization  of  the  $1500  capitalization 
threshold.  The  Board  believes  that  a 
reversion  to  the  previously  established 
$1000  capitalization  threshold  would  be 
unfair  to  a  number  of  contractors  who 
have  relied  on  the  FAR  part  30  rule  for 
nearly  four  years.  The  Board  believes 
that  a  reduction  in  the  threshold,  at  this 
juncture,  would  lead  to  needless  cost 
accounting  practice  changes  among 
contractors  whose  established  practice 
has  been  to  expense  small  scale  capital 
items  with  a  value  between  $1000-$1500. 
The  Board  believes  that  this  would  be  a 
very  undesirable  result. 

Comment:  Three  commenters  stated 
that  the  Board  should  permit  the  use  of 
state  prescribed  interest  rates  in 
9904.416-50(a)(3)(ii)  (as  was  sanctioned 
under  4  CFR  416.50(a)(3)(ii))  in 
calculating  the  present  value  of  self- 
insurance  costs,  where  payments  to  a 
claimant  will  not  take  place  for  over  a 
year  after  the  loss  occurs. 

Response:  The  Board  is  not  in 
agreement  with  the  commenters.  The 
Board  recognizes  that  4  CFR 
416.50(a)(3)(ii)  required  the  use  of  the 
state  rate  in  computing  the  present  value 
of  such  losses,  if  a  State  where  the  loss 
occurred  prescribed  such  a  rate  for  such 
purposes.  Otherwise,  the  Treasury  rate, 
prescribed  pursuant  to  Public  Law  92- 
41,  was  to  be  used.  The  Board  believes 
that  the  sanctioning  of  the  use  of  the 
State  prescribed  rates  by  the  previous 
Cost  Accounting  Standards  Board  has 
been  shown  to  be  inappropriate,  and 
declines  to  sanction  continued  use  of 
these  rates. 

The  purpose  of  requiring  a  present 
value  computation  for  contract  cost 
accounting  purposes  is  to  recognize  the 
time  value  of  money  for  funds  to  be  paid 
at  future  dates  to  settle  current 
obligations.  The  Board  believes  that  the 
Public  Law  92-41  Treasury  rate  is  a 
more  generally  representative  earnings 
rate  than  the  State  rates.  The  majority  of 
state  laws  covering  workers’ 
compensation  insurance  specify  a 
discount  rate  in  the  range  of  3-6  percent. 
The  use  of  a  low  rate  results  in  a  larger 
settlement  than  would  use  of  a  current 
money  market  rate.  The  purpose  of  the 
low  state  rates  is  to  discourage  lump¬ 
sum  settlements.  This  purpose  is 
unrelated  to  that  of  equitable  valuation 
for  contract  cost  accounting  purposes. 
The  use  of  state  rates  may  produce 
inaccurate  measures  of  present  value 
and  creates  inconsistencies  in  the 
pricing  of  contracts  due  to  lack  of 
consistent  determinations  of  present 
values. 

Comment:  Four  commenters  stated 
that  the  Board  should  not  adopt 
Interpretation  No.  1  to  9904.403,  as  this 
interpretation  had  not  been  validly 


promulgated  by  the  previous  Cost 
Accounting  Standards  Board. 

Response:  The  Board  is  not  in 
agreement  with  the  commenters. 
Interpretation  No.  1  to  9904.403 
(previously  4  CFR  part  403)  addresses 
the  use  of  segment  book  income  as  a 
factor  in  allocating  income  and 
franchise  tax  expense  from  a  home 
office  of  an  organization  to  its  segments. 
The  previous  CASB  determined  that  in 
those  States  which  tax  a  h'action  of  total 
organizational  income  in  accordance 
with  a  state-prescribed  formula,  rather 
than  the  book  income  of  the  segments 
that  do  business  in  the  state,  the  book 
income  or  loss  of  the  individual 
segments  could  not  be  used  to  determine 
taxable  income  for  that  jurisdiction,  and, 
was  therefore  irrelevant  for  tax 
allocation  purposes.  The  previous  CASB 
determined  that  such  segment  book 
income  could  be  used  in  allocating 
income  tax  from  the  home  office  to 
segments  only  where  this  amount  was 
expressly  used  by  the  taxing  authorities 
in  computing  the  income  tax. 

In  McDonnell  Douglas  Corp.,  80-2 
BCA  14,508  and  Lockheed  Corp.,  86-1 
BCA  18,614,  the  Armed  Services  Board 
of  Contract  Appeals  (ASBCA)  held  that 
state  and  local  taxes  computed  on  the 
basis  of  income  must  include  income  as 
one  of  the  factors  of  the  allocation  base 
under  CAS  403  (now  9904.403).  In 
addition,  the  ASBCA  questioned  the 
validity  of  Interpretation  No.  1,  holding 
that  it  was  not  bound  by  the  CASB’s 
interpretation  of  its  own  Standard, 
because  that  interpretation  had  not  been 
properly  promulgated. 

However,  on  appeal  to  the  Federal 
Circuit,  U.S.  v,  Lockheed  Corp.  and 
Lockheed  Missiles  and  Space  Co.,  817 

F.2d  1565  (Fed.  Cir.  1987),  that  Court 
held  that  it  found  there  to  be  no  conflict 
between  Interpretation  No.  1  and  the 
application  of  CAS  403  to  the  particular 
factual  circumstances  presented  in 
Lockheed’s  methodology  for  allocating 
the  California  Franchise  Tax  expense 
from  Lockheed’s  home  office  to  its 
individual  segments.  Concerning  the 
specific  issue  of  the  validity  of 
Interpretation  No.  1,  the  Federal  Circuit 
concluded  that  "Since  Interpretation  No. 
1  applies  only  to  CAS  403.60,  we  need 
not,  and  do  not,  address  the  validity  of 
Interpretation  No.  1,  nor  its  applicability 
in  any  other  context." 

Given  the  factual  and  legal 
background  of  the  current  regulatory 
status  of  Interpretation  No.  1,  the  Board 
has  concluded  that  the  proper 
recodification  of  the  Cost  Accounting 
Standards  appropriately  requires  the 
inclusion  of  Interpretation  No.  1  to 
9904.403. 
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Comment  Two  commenters  objected 
to  the  Cost  Accounting  Standards 
Notices  and  Certification  solicitation 
provision  that  appears  at  9903.201-3. 

The  commenters  stated  that  this 
provision  was  first  adopted  by  the  FAR 
issuing  agencies  at  48  CFR  part  30.  and 
was  not  included  in  the  original  rule 
promulgated  by  the  previous  Cost 
Accounting  Standards  Board. 

Response:  The  provision  appearing  at 
9903.201-3  is  used  to  determine  the  ^S 
eligibility  or  status  of  an  ofieror.  It  also 
serves  to  place  the  burden,  with  respect 
to  determining  CAS  coverage  status,  on 
the  ofieror.  Without  this  solicitation 
provision,  the  contracting  officer  is 
placed  in  the  position  of  determining  for 
an  ofieror  whether  that  firm  is,  or  should 
be,  subject  to  a  particular  type  of  CAS 
coverage,  or  in  the  alternative, 
determining  whether  a  particular  CAS 
exemption  is  applicable.  In  The  Boeing 
Company  v.  United  States,  680  F.2d  132 
(Ct.  Cl.  1982),  the  Court  of  Claims  held 
that  the  inclusion  of  a  particular  clause 
in  a  specific  contract  is  determinative  of 
the  type  and  nature  of  CAS  coverage 
that  will  be  required  of  a  contractor. 
Therefore,  it  is  essential  that  the 
contracting  ofhcer  ascertain  from  an 
offeror,  the  prospective  contractor’s 
CAS  coverage  eligibility.  The 
solicitation  provision  at  9903.201-3 
places  this  burden  on  the  prospective 
contractor,  rather  than  leaving  the 
matter  to  be  ascertained  by  the 
contracting  officer. 

One  commenter  stated  that  this 
solicitation  provision  is  more 
appropriate  for  inclusion  in  agency 
implementing  regulations.  The  Board 
disagrees.  The  substance  of  the 
provision  relates  to  a  determination  of 
which  CAS  clause  is  appropriate  for 
inclusion  in  a  particular  contract 
Because  the  prescriptions  for  inclusion 
of  a  particular  CAS  clause  is  ri^tfully 
within  the  jurisdiction  of  the  Board,  it 
follows,  therefore,  that  a  solicitation 
provision  which  is  designed  to  direct 
contracting  officers  widi  respect  to 
appropriate  CAS  clause  selection  is  also 
within  the  province  of  this  body.  The 
Board  also  believes  that  this  solicitation 
provision  relates  to  the  basic  legal 
requirements  for  initiating  CAS 
coverage,  Le^  use  of  CASB  developed 
and  sanctioned  contract  clauses,  and  for 
this  reason  alone  is  appropriately 
included  in  this  rule. 

Comment  One  commenter  urged  the 
Board  to  include  the  CASB  Disclosure 
Statement,  Form  DS-l,  in  this  recodified 
rule. 

Response:  The  Board  agrees  with  the 
commenter.  and  has  included  an 
updated  version  of  the  CASB  DS-l 
Disclosure  Form  as  a  part  of  this  rule. 


This  Disclosure  Statement  is  illustrated 
at  9903.202-9.  Tlie  illustrated  Disclosure 
Statement  is  identical  to  that 
promulgated  by  the  previous  CASB  at  38 
FR  30728  (Nov.  7. 1973),  as  amended  at 
38  FR  34260  (Dec.  12. 1973).  with  the 
exception  of  certain  reference  changes 
required  to  accommodate  the 
requirements  of  Public  Law  100-679.  In 
addition,  the  illustrated  Disclosure 
Statement  omits  two  minor  references 
contained  in  the  previous  form  relating 
to  “Principal  Product  or  Service  Code" 
and  the  Armed  Services  Procurement 
Regulation  definition  of  “full  cost." 

These  items  have  been  dropped  due  to 
their  obsolescence.  In  addition,  text 
references  to  the  Armed  Services 
Procurement  Regulation  have  been 
updated  to  reflect  the  existence  of  the 
Federal  Acquisition  Regulation.  Finally, 
references  to  definitions  promulgated  by 
the  Accounting  Principles  Board  have 
been  updated  to  refer  to  definitions 
promulgated  by  the  CASB. 

In  light  of  the  otherwise  identical 
nature  of  the  two  versions  of  the  CASB 
Disclosure  Statement,  Form  DS-l.  the 
current  Board  specifically  authorizes 
continued  use  of  the  previous  version  of 
Form  DS-l  until  further  notice. 

Comment  One  commenter  expressed 
the  view  that  the  Board  should  provide 
for  an  extended  "grace  period”  for 
civilian  agency  contractors  before 
subjecting  them  to  the  fiill  impact  of 
CAS  coverage. 

Response:  The  Board  agrees  with  the 
commenter,  and  upon  review,  the  Board 
concluded  that  this  rule  provides  for  a 
sufficient  “grace  period"  as  written.  For 
a  more  complete  discussion  of  this  issue, 
see  Part  A.  "Background,"  to  this 
Preamble,  supra. 

Comment  Three  commenters  urged 
the  Board  to  use  the  4  CFR  version  of 
the  Cost  Accounting  Standards  in 
promulgating  this  recodified  rule  instead 
of  the  FAR  version  (48  CFR  part  30). 

Response.' The  Board  did  use  the  4 
CFR  version  of  the  Cost  Accounting 
Standards  as  the  baseline  for  this  rule, 
adapting  it  as  necessary,  to  meet 
Federal  Acquisition  Regulation  (FAR) 
drafting  conventions  (required  for 
inclusion  of  ffie  rule  in  the  FAR  system 
at  48  CFR  chap.  99).  Except  for  the 
formatting  protocols  employed  to  meet 
FAR  conventions,  and  certain  issues 
discussed  in  this  Preamble,  the  Board 
does  not  see  how  the  substance  of  this 
rule  materially  varies  from  that 
promulgated  by  the  previous  Board  and 
formerly  found  at  4  CFR. 

Comment  One  commenter  informally 
suggested  that  the  Board  add  a  section 
to  the  rule  to  require  that  the 
Contracting  Officer  make  a  "finding” 
that  a  cost  accounting  practice  change  is 


desirable  and  not  detrimental  to  the 
interests  of  the  Government  prior  to 
negotiating  an  equitable  adjustment 
based  on  this  provision  of  the  "Cost 
Accounting  Standards"  clause,  as  well 
as  a  similar  provision  in  the  "Disclosure 
and  Consistency  of  Cost  Accounting 
Practices”  clause.  The  commenter 
suggested  that  this  change  would  better 
reflect  the  language  of  the  rule  originally 
promulgated  by  the  prior  Cost 
Accounting  Standards  Board. 

Response:  The  Board  agrees  with  the 
commenter.  A  new  section  9903.201-6 
entitled  “Findings"  has  been  added  to 
the  rule. 

Comment  Several  commenters 
informally  expressed  concerns  regarding 
when  the  Chapter  99  provisions  would 
become  effective  and  when  contractors 
would  be  required  to  comply  with  the 
recodified  provisions. 

Response:  The  CAS  regulations 
contained  in  this  Chapter  99  being 
promulgated  today,  shall  govern 
negotiated  contracts  awarded  on  or 
after  today’s  date.  For  purposes  of 
determining  CAS  applicability  to  such 
awards,  existing  Federal  contracts  and 
subcontracts  that  contain  a  contract 
clause  that  incorporates  requirements 
governing  the  submission  of  Disclosure 
Statements  and  the  application  of  Cost 
Accounting  Standards  (either  full  or 
modified  coverage)  shall  be  considered 
CAS-covered  contracts  and 
subcontracts.  Contractors  receiving  their 
first  CAS-covered  contract,  i.e..  not 
performing  under  any  existing  CAS- 
covered  contracts  or  subcontracts 
awarded  prior  to  the  effective  date  of 
this  final  rule,  shall  comply  with  the 
applicable  "Effective  dates"  as  specified 
in  each  individual  Standard. 

Contractors  performing  under  existing 
CAS-covered  contracts  shall  be 
regarded  as  contractors  subject  to 
continuous  CAS  coverage,  and,  shall  be 
required  to  comply  with  all  applicable 
Standards,  without  a  break  in  CAS 
coverage.  The  Chapter  99  provisions  are 
a  recodification  of  the  Standards 
promulgated  by  the  previous  Cost 
Accounting  Standards  Board  and  no 
new  requirements  are  being  imposed. 
Accordingly,  it  is  the  Board's  intent  to 
require  continuous  uninterrupted  CAS 
coverage  for  those  contractors  and 
subcontractors  already  contractually 
subject  to  disclosure  requirements  and 
Cost  Accounting  Standards  due  to 
previously  promulgated  CAS 
regulations. 

Comment  One  commenter  informally 
inquired  what  the  impact  of  the  final 
rule  being  promulgated  today  will  have 
on  existing  CAS-covered  contracts. 
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Response:  Any  contractor  having  a 
contract  awarded  prior  to  the  effective 
date  of  this  Hnal  rule,  that  contains  a 
contract  clause  that  incorporates 
requirements  governing  submission  of 
Disclosure  Statements  and  the 
application  of  Cost  Accounting 
Standards  will  be  required  to  comply 
with  those  contractual  provisions. 

In  addition  to  the  above-cited  major 
comments,  a  number  of  commenters  also 
made  editorial  suggestions  to  improve 
the  understanding  and  readability  of 
this  rule.  The  Board  has  incorporated  a 
number  of  these  editorial  suggestions 
and/or  corrections  into  the  final  rule. 
Finally,  the  Board  has  also  initiated 
several  minor  editorial  changes  and/or 
corrections  to  the  text  of  the  Hnal  rule  in 
order  to  improve  the  rule's  clarity. 

List  of  Subjects  in  48  CFR  Parts  9900, 
9903,9904 

Government  procurement.  Cost 
accounting  standards. 

Allan  V.  Burman, 

Administrator  for  Federal  Procurement  Policy 
and  Chairman,  Cost  Accounting  Standards 
Board. 

Note:  Duplicative  coverage  contained  in  48 
CFR  part  30  shall  be  rescinded  by  the  Federal 
Acquisition  Regulation  issuing  agencies  as 
soon  as  practicable  following  the  effective 
date  of  this  final  rule. 

For  the  reasons  set  forth  in  the 
preamble,  titles  4  and  48  of  the  Code  of 
Federal  Regulations  are  amended  as 
follows: 

4  CFR  Ch.  Ill 

4  CFR  Ch.  Ill  (parts  301  through  420)  is 
removed.  These  rules  will,  however, 
continue  to  apply  to  contracts  into 
which  they  are  referenced,  that  are 
awarded  prior  to  the  effective  date  of 
this  rule. 

48  CFR  Ch.  99 

Chapter  99  of  title  48  of  the  Code  of 
Federal  Regulations  is  amended  as  set 
forth  below: 

PART  9900— [AMENDED] 

1.  Part  9900  consisting  at  this  time  of 
section  9900.000  is  added  preceding 
subchapter  A. 

PART  9902— [AMENDED] 

2.  Part  9902  is  added  to  subchapter  A 
and  reserved. 

3.  Subchapter  B  consisting  of  Parts 
9903  and  9904  is  added  to  read  as 
follows: 

Part  9900  Scope  of  chapter. 

SUBCHAPTER  A— ADMINISTRATION 

***** 


Part  9902 — [Reserved) 

SUBCHAPTER  B-PROCUREMENT 

PRACTICES  AND  COST  ACCOUNTING 

STANDARDS 

Part  9903 — Contract  Coverage 

Subpart  9903.1 — General 

9903.101  Cost  Accounting  Standards. 

9903.102  OMB  Approval  Under  the 
Paperwork  Reduction  Act. 

Subpart  9903.2  CAS  Program  Requirements 

9903.201  Contract  requirements. 

9903.201- 1  CAS  applicability. 

9903.201- 2  Types  of  CAS  coverage. 

9903.201- 3  Solicitation  provisions. 

9903.201- 4  Contract  clauses. 

9903.201- 5  Waiver. 

9903.201- 6  Findings. 

9903.202  Disclosure  requirements. 

9903.202- 1  General  requirements. 

9903.202- 2  Impracticality  of  submission. 

9903.202- 3  Amendments  and  revisions. 

9903.202- 4  Privileged  and  conHdential 
information. 

9903.202- 5  Filing  Disclosure  Statements. 

9903.202- 6  [Reserved) 

9903.202- 7  [Reserved] 

9903.202- 8  Subcontractor  Disclosure 
Statements. 

9903.202- 9  Illustration  of  Disclosure 
Statement  Form,  CASB-DS-1 

Subpart  9903.3 — CAS  Rules  and  Regulations 

9903.301  Definitions. 

9903.302  Definitions,  explanations,  and 
illustrations  of  the  terms,  “cost 
accounting  practice”  and  “change  to  a 
cost  accounting  practice.” 

9903.302- 1  Cost  accounting  practice. 

9903.302- 2  Change  to  a  cost  accounting 
practice. 

9903.302- 3  Illustrations  of  changes  which 
meet  the  definition  of  “change  to  a  cost 
accounting  practice.” 

9903.302- 4  Illustrations  of  changes  which  do 
not  meet  the  definition  of  “Change  to  a 
cost  accounting  practice." 

9903.303  Effect  of  filing  Disclosure 
Statement. 

9903.304  Concurrent  full  and  modified 
coverage. 

9903.305  Materiality. 

9903.306  Interpretations. 

9903.307  Cost  Accounting  Standards 
Preambles. 

Authority:  Pub.  L.  100-679. 102  Stat.  4056,  41 

U.S.C.  422. 

Part  9904 — Cost  Accounting  Standards 

9904.400  [Reserved] 

9904.401  Cost  accounting  standard — 
consistency  in  estimating,  accumulating 
and  reporting  costs. 

9904.401- 10  [Reserved) 

9904.401- 20  Purpose. 

9904.401- 30  DeHnitions. 

9904.401- 40  Fundamental  requirement. 

9904.401- 50  Techniques  for  application. 

9904.401- 60  Illustrations. 

9904.401- 61  Interpretation. 

9904.401- 62  Exemption. 

9904.401- 63  Effective  date. 

9904.402  Cost  accounting  standard — 
consistency  in  allocating  costs  incurred 
for  the  same  purpose. 


9904.402- 10  [Reserved) 

9904.402- 20  Purpose. 

9904.402- 30  Definitions. 

9904.402- 40  Fundamental  requirement. 

9904.402- 50  Techniques  for  application. 

9904.402- 60  Illustrations. 

9904.402- 61  Interpretation. 

9904.402- 62  Exemption. 

9904.402- 63  Effective  date. 

9904.403  Allocation  of  home  office  expenses 
to  segments. 

9904.403- 10  [Reserved) 

9904.403- 20  Purpose. 

9904.403- 30  Definitions. 

9904.403- 40  Fundamental  requirement. 

9904.403- 50  Techniques  for  application. 

9904.403- 60  Illustrations. 

9904.403- 61  Interpretation. 

9904.403- 62  Exemption. 

9904.403- 63  Effective  date. 

9904.404  Capitalization  of  tangible  assets. 

9904.404- 10  [Reserved] 

9904.404- 20  Purpose. 

9904.404- 30  Definitions. 

9904.404- 40  Fundamental  requirement. 

9904.404- 50  Techniques  for  application. 

9904.404- 60  Illustrations. 

9904.404- 61  Interpretation.  [Reserved) 

9904.404- 62  Exemption. 

9904.404- 63  Effective  date. 

9904.405  Accounting  for  unallowable  costs. 

9904.405- 10  [Reserved] 

9904.405- 20  Purpose. 

9904.405- 30  Definitions. 

9904.405- 40  Fundamental  requirement. 

9904.405- 50  Techniques  for  application. 

9904.405- 60  Illustrations. 

9904.405- 61  Interpretation.  [Reserved) 

9904.405- 62  Exemption. 

9904.405- 63  Effective  date. 

9904.406  Cost  accounting  standard — cost 
accounting  period. 

9904.406- 10  [Reserved] 

9904.406- 20  Purpose. 

9904.406- 30  Definitions. 

9904.406- 40  Fundamental  requirement. 

9904.406- 50  Techniques  for  application. 

9904.406- 60  Illustrations. 

9904.406- 61  Interpretation.  [Reserved) 

9904.406- 62  Exemption. 

9904.406- 63  Effective  date. 

9904.407  Use  of  standard  costs  for  direct 
material  and  direct  labor. 

9904.407- 10  [Reserved) 

9904.407- 20  Purpose. 

9904.407- 30  Definitions. 

9904.407- 40  Fundamental  requirement. 

9904.407- 50  Techniques  for  application. 

9904.407- 60  Illustrations. 

9904.407- 61  Interpretation.  [Reser\’ed) 

9904.407- 62  Exemption. 

9904.407- 63  Effective  date. 

9904.408  Accounting  for  costs  of 
compensated  personal  absence. 

9904.408- 10  [Reserved) 

9904.408- 20  Purpose. 

9904.408- 30  Definitions. 

9904.408- 40  Fundamental  requirement. 

9904.408- 50  Techniques  for  application. 

9904.408- 60  Illustrations. 

9904.408- 61  Interpretation.  [Reserved] 

9904.408- 62  Exemption. 

9904.408- 63  Effective  date. 

9904.409  Cost  accounting  standard — 
depreciation  of  tangible  capital  assets. 
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9904.409- 10  [Reserved] 

9904.409- 20  Purpose. 

9904.409- 30  Definitions. 

9904.409- 40  Fundamental  requirement. 

9904.409- 50  Techniques  for  application. 

9904.409- 00  Illustrations. 

9904.409- 61  Interpretation.  [Reserved] 

9904.409- 62  Exemption. 

9904.409- 63  Effective  date. 

9904.410  Allocation  of  business  unit  general 
and  administrative  expenses  to  final  cost 
objectives. 

9904.410- 10  [Reserved] 

9904.410- 20  Purpose. 

9904.410- 30  DeRnitions. 

9904.410- 40  Fundamental  requirement. 

9904.410- 50  Techniques  for  application. 

9904.410- 60  Illustrations. 

9904.410- 61  Interpretation.  [Reserved] 

9904.410- 62  Exemption. 

9904.410- 63  Effective  date. 

Appendix  A  to  Section  9904.410 — ^Transition 
From  a  Cost  of  Sales  or  Sales  Base  to  a  Cost 
Input  Base 

9904.411  Cost  accounting  standard — 
accounting  for  acquisition  costs  of 
material. 

9904.411- 10  [Reserved] 

9904.411- 20  Purpose. 

9904.411- 30  Definitions. 

9904.411- 40  Fundamental  requirement. 

9904.411- 50  Techniques  for  application. 

9904.411- 60  Illustrations. 

9904.411- 61  Interpretation.  [Reserved] 

9904.411- 62  Exemption. 

9904.411- 63  Effective  date. 

9904.412  Cost  accounting  standard  for 
composition  and  measurement  of 
pension  cost. 

9904.412- 10  [Reserved] 

9904.412- 20  Purpose. 

9904.412- 30  Definitions. 

9904.412- 40  Fundamental  requirement. 

9904.412- 50  Techniques  for  application. 

9904.412- 60  Illustrations. 

9904.412- 61  Interpretation.  [Reserved] 

9904.412- 62  Exemption. 

9904.412- 63  Effective  date. 

9904.413  Adjustment  and  allocation  of 
pension  cost. 

9904.413- 10  [Reserved] 

9904.413- 20  Purpose. 

9904.413- 30  Definitions. 

9904.413- 40  Fundamental  requirement. 

9904.413- 50  Techniques  for  application. 

9904.413- 60  Illustrations. 

9904.413- 61  Interpretation.  [Reserved] 

9904.413- 62  Exemption. 

9904.413- 63  Effective  date. 

9904.414  Cost  accounting  standard— cost  of 
money  as  an  element  of  the  cost  of 
facilities  capital. 

9904.414- 10  [Reserved] 

9904.414- 20  Purpose. 

9904.414- 30  Definitions. 

9904.414- 40  Fundamental  requirement. 

9904.414- 50  Techniques  for  application. 

9904.414- 60  Illustrations. 

9904.414- 61  Interpretation.  [Reserved] 

9904.414- 62  Exemption. 

9904.414- 63  Effective  date. 


Appendix  A  to  Section  9904.414 — Instructions 
for  CASB  CMF 

Appendix  B  to  Section  9904.414 — ^Example — 
A^  Corporation 

9904.415  Accounting  for  the  cost  of  deferred 
compensation. 

9904.415- 10  [Reserved] 

9904.415- 20  Purpose. 

9904.415- 30  Deffnitions. 

9904.415- 40  Fundamental  requirement 

9904.415- 50  Techniques  for  application. 

9904.415- 60  Illustrations. 

9904.415- 61  Interpretation.  [Reserved] 

9904.415- 62  Exemption. 

9904.415- 63  Effective  date. 

9904.416  Accounting  for  insurance  costs. 

9904.416- 10  [Reserved] 

9904.416- 20  Purpose. 

9904.416- 30  Definitions. 

9904.416- 40  Fundamental  requirement. 

9904.416- 50  Techniques  for  application. 

9904.416- 60  Illustrations. 

9904.416- 61  Interpretation.  [Reserved] 

9904.416- 62  Exemption. 

9904.416- 63  Effective  date. 

9904.417  Cost  of  money  as  an  element  of  the 
cost  of  capital  assets  under  construction. 

9904.417- 10  [Reserved] 

9904.417- 20  Purpose. 

9904.417- 30  Definitions. 

9904.417- 40  Fundamental  requirement. 

9904.417- 50  Technioues  for  application. 

9904.417- 60  Illustrations. 

9904.417- 61  Interpretations.  [Reserved] 

9904.417- 62  Exemption. 

9904.417- 63  Effective  date. 

9904.418  Allocation  of  direct  and  indirect 
costs. 

9904.418- 10  [Reserved] 

9904.416-20  Purpose. 

9904.418- 30  Definitions. 

9904.418- 40  Fundamental  requirements. 

9904.418- 50  Techniques  for  application. 

9904.418- 60  Illustrations. 

9904.418- 61  Interpretation.  [Reserved] 

9904.418- 62  Exemptions. 

9904.418- 63  Effective  date. 

9904.420  Accounting  for  independent 

research  and  development  costs  and  bid 
and  proposal  costs. 

9904.420- 10  [Reserved] 

9904.420- 20  Purpose. 

9904.420- 30  Definitions. 

9904.420- 40  Fundamental  requirement. 

9904.420- 50  Techniques  for  application. 

9904.420- 60  Illustrations. 

9904.420- 61  Interpretation.  [Reserved] 

9904.420- 62  Exemptions. 

9904.420- 63  Effective  date. 

Authority.  Pub.  L.  100-679, 102  Stat.  4056, 41 
U.S.C.  422. 

PART  9900— SCOPE  OF  CHAPTER 

Authority  Pub.  L 100-679, 102  Stat.  4056, 41 
U.S.C.  422. 

9900.000  Scope  Of  Chapter. 

This  chapter  describes  policies  and 
procedures  for  applying  the  Cost 
Accounting  Standees  (CAS)  to 
negotiated  contracts  and  subcontracts. 
This  chapter  does  not  apply  to  sealed 
bid  contracts  or  to  any  contract  with  a 


small  business  concern  (see  9903.201- 
1(b)  for  these  and  other  exemptions). 

SUBCHAPTER  A— ADMINISTRATION 

PART  9902— {RESERVED] 

SUBCHAPTER  B— PROCUREMENT 
PRACTICES  AND  COST  ACCOUNTING 
STANDARDS 

PART  9903— CONTRACT  COVERAGE 

Subpart  9903.1 — General 

9903.101  Cost  Accounting  Standards. 

Public  Uw  100-679  (41  U.S.C.  422) 
requires  certain  contractors  and 
subcontractors  to  comply  with  Cost 
Accounting  Standards  (CAS)  and  to 
disclose  in  writing  and  follow 
consistently  their  cost  accounting 
practices. 

9903.102  0MB  Approval  Under  the 
Paperwork  Reduction  Act 

The  Paperwork  Reduction  Act  of  1980 
(Pub.  L.  96-511)  imposes  a  requirement 
on  Federal  agencies  to  obtain  approval 
from  the  Office  of  Management  and 
Budget  (OMB)  before  collecting 
information  from  ten  or  more  members 
of  the  public.  The  information  collection 
and  recordkeeping  requirements 
contained  in  this  regulation  have  been 
approved  by  OMB.  OMB  has  assigned 
Control  Number  0346-0051  to  the 
paperwork,  recordkeeping  and  forms 
associated  with  this  regulation. 

Subpart  9903.2— CAS  Program 
Requirements 

9903.201  Contract  requirements. 

9903.201- 1  CAS  applicabiiity. 

(a)  This  subsection  describes  the  rules 
for  determining  whether  a  proposed 
contract  or  su^ontract  is  exempt  from 
CAS.  (See  9904.)  Negotiated  contracts 
not  exempt  in  accordance  with  9903.201- 
1(b)  shall  be  subject  to  CAS.  A  CAS- 
covered  contract  may  be  subject  to 
either  full  or  modified  coverage.  The 
rules  for  determining  whether  full  or 
modified  coverage  applies  are  in 

9903.201- 2. 

(b)  The  following  categories  of 
contracts  and  subcontracts  are  exempt 
from  all  CAS  requirements  unless  a 
more  limited  exemption  is  stated: 

(1)  Sealed  bid  contracts. 

(2)  Negotiated  contracts  and 
subcontracts  not  in  excess  of  $500,000. 
For  purposes  of  this  paragraph  (b)(2)  an 
order  issued  by  one  segment  to  another 
segment  shall  be  treated  as  a 
subcontract 

(3)  Contracts  and  subcontracts  with 
small  businesses. 
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(4)  Contracts  and  subcontracts  with 
foreign  governments  or  their  agents  or 
instrumentaUties  or.  insofar  as  the 
requirements  of  CAS  other  than  9904.401 
and  9904.402  are  concerned,  any 
contract  or  subcontract  awarded  to  a 
foreign  concern. 

(5)  Contracts  and  subcontracts  in 
which  the  price  is  set  by  law  or 
regulation. 

(6)  Contracts  and  subcontracts  when 
the  price  is  based  on  established  catalog 
or  market  prices  of  commercial  items 
sold  in  substantial  quantities  to  the 
general  public  (see  48  CFR  chap.  1, 
15.804-3(c)). 

(7)  [Reserved). 

(8)  [Reserved]. 

(9)  [Reserved). 

(10)  Contracts  and  subcontracts  with 
educational  institutions  other  than  those 
to  be  performed  by  Federally  Funded 
Research  and  Development  Centers 
(FFRDC's)  operated  by  such  institutions. 
Costs  incurred  by  and  allocated  from  an 
exempt  institution  to  an  FFRDC  are 
exempted  from  the  requirement  to 
prepare  Part  Vm  of  the  Disclosure 
Statement 

(11)  Contracts  awarded  to  labor 
surplus  area  concerns  pursutmt  to  a 
labor  surplus  area  set-aside  (see  48  CFR 
part  20). 

(12)  infracts  and  subcontracts 
awarded  to  the  United  Kingdom 
contractor  for  performance  substantiaUy 
in  the  United  IGngdom.  provided  that 
the  contractor  has  fried  with  the  United 
Kingdom  Ministry  of  Defense,  for 
retention  by  the  Ministry,  a  completed 
Disclosure  Statement  (Form  No.  CASB- 
DS-1)  which  shall  adequately  describe 
its  cost  accounting  practices.  Whenever 
that  contractor  is  already  required  to 
follow  U.K.  Government  Accounting 
Conventions,  the  disclosed  practices 
shall  be  in  accord  with  the  requirements 
of  those  conventions.  (See  9903.201- 
4(d).) 

(13)  Subcontractors  tmder  the  NATO 
Pl^  Ship  program  to  be  performed 
outside  the  United  States  by  a  foreign 
concern. 

(14)  ConP-acts  and  subcontracts  to  be 
executed  and  performed  entirely  outside 
the  United  States,  its  territories,  and 
possessions. 

(15)  Firm-frxed-price  contracts  and 
subcontracts  awarded  without 
submission  of  any  cost  data:  provided, 
that  the  failure  to  submit  such  data  is 
not  attributable  to  a  waiver  of  the 
requirement  for  certifred  cost  or  pricing 
data. 

9903.201-2  Types  of  CAS  eovsrago. 

(a)  Pull  coverage.  Full  coverage 
requires  that  the  business  unit  comply 
with  all  of  the  CAS  in  effect  on  the  date 


of  the  contract  award  and  with  any  CAS 
that  become  applicable  because  of  later 
award  of  a  CAS-covered  contract  Full 
coverage  applies  to  contractor  business 
units  that — 

(1)  Receive  a  single  CAS-covered 
contract  award  of  ^0  million  or  more; 

(2)  Received  $10  million  or  more  in 
CA^overed  contract  awards  during  its 
preceding  cost  accounting  period;  or 

(3)  Received  less  than  $10  million  in 
CAS-covered  contract  awards  during  its 
preceding  cost  accoimting  period  but 
such  awards  were  10  percent  or  more  of 
total  sales. 

(b)  Modified  coverage.  (1)  Modified 
CAS  coverage  requires  only  that  the 
contractor  comply  with  Standard 
9904.401.  Consistency  in  Estimating. 
Accumulating,  and  Reporting  Costs,  and 
Standard  9904.402,  Consistency  in 
Allocating  Costs  Incurred  for  the  Same 
Purpose.  Modifred,  rather  than  full,  CAS 
coverage  may  be  applied  to  a  covered 
contract  of  less  than  $10  million 
awarded  to  a  business  unit  that  received 
less  than  $10  million  in  CAS-covered 
contracts  in  the  immediately  preceding 
cost  accounting  period  if  the  sum  of  such 
awards  was  less  than  10  percent  of  the 
business  unit’s  total  sales  during  that 
period.  For  the  purpose  of  determining 
whether  the  sum  of  covered  contract 
awards  equals  10  percent  of  the 
business  imit’s  total  sales,  an  order 
received  by  the  one  segment  from 
another  segment  shall  be  treated  in  the 
same  way  that  a  subcontract  award  to 
the  receiving  segment  would  be  treated. 
In  measuring  sales  for  a  year,  a  transfer 
by  one  segment  to  another  shall  be 
deemed  to  be  a  sale  by  the  transferor. 

(2)  If  any  one  contract  is  awarded 
with  modifred  CAS  coverage,  all  CAS- 
covered  contracts  awarded  to  that 
business  unit  during  that  cost 
accounting  period  must  also  have 
modifred  coverage  with  the  following 
exception:  if  the  business  unit  receives  a 
single  CAS-covered  contract  award  of 
$10  million  or  more,  that  contract  must 
be  subject  to  full  CAS  coverage. 
Thereafter,  any  covered  contract 
awarded  in  the  same  cost  accoimting 
period  must  also  be  subject  to  full  CAS 
coverage. 

(3)  A  contract  awarded  with  modifred 
CAS  coverage  shall  remain  subject  to 
such  coverage  throughout  its  life 
regardless  of  changes  in  the  business 
unit’s  CAS  status  during  subsequent 
cost  accounting  periods. 

(c)  [Reserved] 

(d)  Subcontracts.  Subcontract  awards 
subj^  to  CAS  require  the  same  type  of 
CAS  coverage  as  would  prime  contracts 
awarded  to  the  same  business  unit. 


(e)  Foreign  concerns.  Contracts  with 
foreign  concerns  subject  to  CAS  shall 
only  be  subject  to  modifred  coverage. 

9903.201-3  Solicitation  provisions. 

Cost  Accounting  Standards  Notices 
and  Certifrcation.  The  contracting  officer 
shall  insert  the  provision  set  forth 
below.  Cost  Accounting  Standards 
Notices  and  Certification,  in 
solicitations  for  proposed  contracts 
subject  to  CAS  as  speclfred  in  9903.201. 
The  provision  allows  offerors  to — 

(a)  Certify  their  Disclosure  Statement 
status; 

(b)  [Reserved]: 

(c)  Claim  exemption  frtim  full  CAS 
coverage  and  elect  modifred  CAS 
coverage  when  appropriate;  and 

(d)  Certify  whether  award  of  the 
contemplated  contract  would  require  a 
change  to  existing  cost  accounting 
practices. 

Cost  Accounting  Standards  Notices  and 
Certification  (Apr  1991) 

Note:  This  notice  does  not  apply  to  small 
businesses  or  foreign  governments. 

This  notice  is  in  four  parts,  identified  by 
Roman  numerals  1  through  IV. 

OffeitHS  shall  examine  each  part  and 
provide  the  requested  Information  in  order  to 
determine  Cost  Accounting  Standards  (CAS) 
requirements  applicable  to  any  resultant 
contract. 

I.  Disclosure  Statement — Cost  Accounting 
Practices  and  Certification 

(a)  Any  contract  in  excess  of  $500,000 
resulting  from  this  solicitation,  except 
contracts  in  which  the  price  negotiated  is 
based  on  (1)  established  catalog  or  market 
prices  of  commercial  items  sold  in  substantial 
quantities  to  the  general  public,  or  (2)  prices 
set  by  law  or  regulation,  will  be  subject  to  the 
requirements  of  parts  9003  and  9904,  except 
for  those  contracts  which  are  exempt  as 
specified  in  9903.201-1. 

(b)  Any  offeror  submitting  a  proposal 
which,  if  accepted,  will  result  in  a  contract 
subject  to  the  requirements  of  parts  9903  and 
9904  must,  as  a  condition  of  contracting, 
submit  a  Disclosure  Statement  as  required  by 
9903.202.  The  Disclosure  Statement  must  be 
submitted  as  a  part  of  the  offeror’s  proposal 
under  this  solicitation  unless  the  offeror  has 
already  submitted  a  Disclosure  Statement 
disclosing  the  practices  used  in  connection 
with  the  pricing  of  this  proposal.  If  an 
applicable  Disclosure  Statement  has  already 
b^n  submitted,  the  offeror  may  satisfy  the 
requirement  for  submission  by  providing  the 
information  requested  in  paragraph  (c)  of  Part 
I  of  this  provision. 

Caution:  In  the  absence  of  specific 
regulations  or  agreement  a  practice  disclosed 
in  a  Disclosure  Statement  shall  not,  by  virtue 
of  such  disclosure,  be  deemed  to  be  a  proper, 
approved,  or  agreed-to-practice  for  pricing 
proposals  or  accumulating  and  reporting 
contract  performance  cost  data. 

(c)  Check  the  appropriate  box  below: 
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□  (1)  Certificate  of  Conctirrent  Submission 
of  Disclosure  Statement 

The  offeror  hereby  certifies  that  as  a  part 
of  the  offer,  copies  of  the  Disclosure 
Statement  have  been  submitted  as  follows:  (i) 
Original  and  one  copy  to  the  cognizant 
Administrative  Contracting  O^icer  (ACO), 
and  (ii)  one  copy  to  the  cognizant  contract 
auditor. 

(Disclosure  must  be  on  Form  No.  CASH 
D^l.  Forms  may  be  obtained  from  the 
cognizant  ACO). 

Date  of  Disclosure  Statement: 

Name  and  Address  of  Cognizant  ACO 
where  filed: 

The  offeror  further  certifies  that  practices 
used  in  estimating  costs  in  pricing  this 
proposal  are  consistent  with  the  cost 
accounting  practices  disclosed  in  the 
Disclosure  Statement. 

□  (2)  Certificate  of  Previously  Submitted 
Disclosure  Statement.  The  offeror  hereby 
certifies  that  Disclosure  Statement  was  ffled 
as  follows: 

Date  of  Disclosure  Statement: 

Name  and  Address  of  Cognizant  ACO 
where  filed: 

The  offeror  further  certifies  that  the 
practices  used  in  estimating  costs  in  pricing 
this  proposal  are  consistent  with  the  cost 
accounting  practices  disclosed  in  the 
applicable  Disclosure  Statement. 

□  (3)  Certificate  of  Monetary  Exemption. 
The  offeror  hereby  certifies  that  the  offeror, 

together  with  all  divisions,  subsidiaries,  and 
affiliates  under  common  control,  did  not 
receive  net  awards  of  negotiated  prime 
contracts  and  subcontracts  subject  to  CAS 
totaling  more  than  $10  million  in  the  cost 
accounting  period  immediately  preceding  the 
period  in  which  this  proposal  was  submitted. 
The  offeror  further  certifies  that  if  such  status 
changes  before  an  award  resulting  from  this 
proposal,  the  offeror  will  advise  the 
Contracting  O^icer  immediately. 

□  (4)  Certificate  of  Interim  Exemption. 

The  offeror  hereby  certiffes  that  (i)  the 

offeror  first  exceed^  the  monetary 
exemption  for  disclosure,  as  defined  in  (3) 
above,  in  the  cost  accounting  period 
immediately  preceding  the  period  in  which 
this  offer  was  submitted  and  (ii)  in 
accordance  with  9903.202-1,  the  offeror  is  not 
yet  required  to  submit  a  Disclosure 
Statement.  The  offeror  further  certifies  that  if 
an  award  resulting  from  this  proposal  has  not 
been  made  within  90  days  after  the  end  of 
that  period,  the  offeror  will  immediately 
submit  a  revised  certificate  to  the  Contracting 
Officer,  in  the  form  specified  under 
subparagraphs  (c)(1)  or  (c)(2)  of  Part  1  of  this 
provision,  as  appropriate,  to  verify 
submission  of  a  completed  Disclosure 
Statement. 

Caution:  Offerors  currently  required  to 
disclose  because  they  were  awarded  a  CAS- 
covered  prime  contract  or  subcontract  of  $10 
million  or  more  in  the  current  cost  accounting 
period  may  not  claim  this  exemption  (4). 
Further,  the  exemption  applies  only  in 
connection  %vith  proposals  submitted  before 
expiration  of  the  90-day  period  following  the 
cost  accounting  period  in  which  the  monetary 
exemption  was  exceeded. 
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//.  Cost  Accounting  Standards — Exemption 
for  Contracts  of  $500,000  or  Less 

If  this  proposal  is  expected  to  result  in  the 
award  of  a  contract  of  $500,000  or  less,  the 
offeror  shall  indicate  whether  the  exemption 
below  is  claimed.  Failure  to  check  the  box 
below  shall  mean  that  the  resultant  contract 
is  subject  to  CAS  requirements  or  that  the 
offeror  elects  to  comply  with  such 
requirements. 

□  The  offeror  hereby  claims  an  exemption 
from  the  CAS  requirements  under  the 
provisions  of  9903.201-l(b)(2). 

III.  Cost  Accounting  Standards — Eligibility 
for  Modified  Contract  Coverage 

If  the  offeror  is  eligible  to  use  the  modified 
provisions  of  9903.201-2(b)  and  elects  to  do 
so,  the  offeror  shall  indicate  by  checking  the 
box  below.  Checking  the  box  below  shall 
mean  that  the  resultant  contract  is  subject  to 
the  Disclosure  and  Consistency  of  Cost 
Accounting  Practices  clause  in  lieu  of  the 
Cost  Accounting  Standards  clause. 

□  The  offeror  hereby  claims  an  exemption 
from  the  Cost  Accounting  Standards  clause 
under  the  provisions  of  9903.201-2(b)  and 
certifies  that  the  offeror  is  eligible  for  use  of 
the  Disclosure  and  Consistency  of  Cost 
Accounting  Practices  clause  because  (i) 
during  the  cost  accounting  period 
immediately  preceding  the  period  in  which 
this  proposal  was  submitted,  the  offeror 
received  less  than  $10  million  in  awards  of 
CAS-covered  prime  contracts  and 
subcontracts,  and  (ii)  the  sum  of  such  awards 
equaled  less  than  10  percent  of  total  sales 
during  that  cost  accounting  period.  The 
offeror  further  certifies  that  if  such  status 
changes  before  an  award  resulting  from  this 
proposal,  the  offeror  will  advise  the 
Contracting  Officer  immediately. 

Caution:  An  offeror  may  not  claim  the 
above  eligibility  for  modiffed  contract 
coverage  if  this  proposal  is  expected  to  result 
in  the  award  of  a  CAS-covered  contract  of 
$10  million  or  more  or  if.  during  its  current 
cost  accounting  period,  the  offeror  has  been 
awarded  a  single  CAS-covered  prime 
contract  or  subcontract  of  $10  million  or 
more. 

rV.  Additional  Cost  Accounting  Standards 
Applicable  to  Existing  Contracts 

The  offeror  shall  indicate  below  whether 
award  of  the  contemplated  contract  would,  in 
accordance  with  subparagraph  (a)(3)  of  the 
Cost  Accounting  Standards  clause,  require  a 
change  in  established  cost  accounting 
practices  affecting  existing  contracts  and 
subcontracts. 

□  YesD  No 
(End  of  provision) 

9903.201- 4  Contract  clauses. 

(a)  Cost  Accounting  Standards.  (1) 

The  contracting  officer  shall  insert  the 
clause  set  forth  below,  Cost  Accounting 
Standards,  in  negotiated  contracts, 
unless  the  contract  is  exempted  (see 

9903.201- 1),  the  contract  is  subject  to 
modified  coverage  (see  9903.201-2),  or 
the  clause  prescribed  in  paragraph  (d)  of 
this  subsection  is  used. 
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(2)  The  clause  below  requires  the 
contractor  to  disclose  actual  cost 
accounting  practices  (applicable  to 
CAS-covered  contracts  only)  and  to 
follow  these  practices  consistently. 

Cost  Accounting  Standards  (Apr  1991) 

(a)  Unless  the  contract  is  exempt  under 

9903.201-1  and  9903.201-2,  the  provisions  of 
9903  are  incorporated  herein  by  reference 
and  the  Contractor  in  connection  with  this 
contract,  shall — 

(1)  (CAS-covered  Contracts  Only)  By 
submission  of  a  Disclosure  Statement, 
disclose  in  writing  the  Contractor's  cost 
accounting  practices  as  required  by  9903.202- 
1  through  9^.202-5  including  methods  of 
distinguishing  direct  costs  from  indirect  costs 
and  the  basis  used  for  allocating  indirect 
costs.  The  practices  disclosed  for  this 
contract  shall  be  the  same  as  the  practices 
currently  Disclosed  and  applied  on  all  other 
contracts  and  subcontracts  being  performed 
by  the  Contractor  and  which  contain  a  Cost 
Accounting  Standards  (CAS)  clause.  If  the 
Contractor  has  notified  the  infracting 
Officer  that  the  Disclosure  Statement 
contains  trade  secrets,  and  commercial  or 
ffnancial  information  which  is  privileged  and 
confidential,  the  disclosure  Statement  shall 
be  protected  and  shall  not  be  released 
outside  of  the  Government 

(2)  Follow  consistently  the  Contractor's 
cost  accounting  practices  in  accumulating 
and  reporting  contract  performance  cost  data 
concerning  this  contract.  If  any  change  in  cost 
accounting  practices  is  made  for  the  purposes 
of  any  contract  or  subcontract  subject  to  CAS 
requirements,  the  change  must  be  applied 
prospectively  to  this  contract  and  the 
Disclosure  Statement  must  be  amended 
accordingly.  If  the  contract  price  or  cost 
allowance  of  this  contract  is  affected  by  such 
changes,  adjustment  shall  be  made  in 
accordance  with  subparagraph  (a)(4)  or  (a)(5) 
of  this  clause,  as  appropriate. 

(3)  Comply  with  all  CAS,  including  any 
modifications  and  interpretations  Indicated 
thereto  contained  in  part  9904,  in  effect  on  the 
date  of  award  of  this  contract  or,  if  the 
Contractor  has  submitted  cost  or  pricing  data, 
on  the  date  of  ffnal  agreement  on  price  as 
shown  on  the  Contractor's  signed  certiticate 
of  current  cost  or  pricing  data.  The 
Contractor  shall  also  comply  with  any  CAS 
(or  modiffcations  to  CAS)  which  hereafter 
become  applicable  to  a  contract  or 
subcontract  of  the  Contractor.  Such 
compliance  shall  be  required  prospectively 
from  the  date  of  applicability  of  such  contract 
or  subcontract. 

(4) (i)  Agree  to  an  equitable  adjustment  as 
provided  in  the  Changes  clause  of  this 
contract  if  the  contract  cost  is  affected  by  a 
change  which,  pursuant  to  subparagraph 
(a)(3)  of  this  clause,  the  Contractor  is 
required  to  make  to  the  Contractor's 
established  cost  accounting  practices. 

(ii)  Negotiate  with  the  Contracting  Officer 
to  determine  the  terms  and  conditions  under 
which  a  change  may  be  made  to  a  cost 
accounting  practice,  other  than  a  change 
made  under  other  provisions  of  subparagraph 
(a)(4)  of  this  clause;  provided  that  no 
agreement  may  be  made  under  this  provision 
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that  will  increase  costs  paid  by  the  United 
States. 

(iii)  When  the  parties  agree  to  a  change  to 
a  cost  accounting  practice,  other  than  a 
change  under  subdivision  (a)(4)(i)  of  this 
clause,  negotiate  an  equitable  adiustment  as 
provided  in  the  Changes  clause  of  this 
contract. 

(5)  Agree  to  an  adjustment  of  the  contract 
price  or  cost  allowance,  as  appropriate,  if  the 
Contractor  or  a  subcontractor  fails  to  comply 
with  an  applicable  Cost  Accounting 
Standard,  or  to  follow  any  cost  accounting 
practice  consistently  and  such  failure  results 
in  any  increased  costs  paid  by  the  United 
States.  Such  adjustment  shall  provide  for 
recovery  of  the  increased  costs  to  the  United 
States,  together  with  interest  thereon 
computed  at  the  annual  rate  established 
under  section  6021  of  the  Internal  Revenue 
Code  of  1986  (26  U3.C  6621)  for  such  period, 
from  the  time  the  payment  by  the  United 
States  was  made  to  the  time  the  adjustment 
is  effected.  In  no  case  shall  the  Government 
recover  costs  greater  than  the  increased  cost 
to  the  Government,  in  the  aggregate,  on  the 
relevant  contracts  subject  to  the  price 
adjustment,  unless  the  Contractor  made  a 
change  in  its  cost  accounting  practices  of 
which  it  was  aware  or  should  have  been 
aware  at  the  time  of  price  negotiations  and 
which  it  failed  to  disclose  to  the  Government. 

(b)  If  the  parties  fail  to  agree  whether  the 
Contractor  or  a  subcontractor  has  complied 
with  an  applicable  CAS  in  Part  9904  or  a  CAS 
rule  or  relation  in  Part  9903  and  as  to  any 
cost  adjustment  demanded  by  the  United 
States,  such  failure  to  agree  will  constitute  a 
dispute  under  the  Contract  Disputes  Act  (41 
U.S.C  601). 

(c)  The  Contractor  shall  permit  any 
authorized  representatives  of  the 
Government  to  examine  and  make  copies  of 
any  documents,  papers,  or  records  relating  to 
compliance  with  the  requirements  of  this 
clause. 

(d)  The  Contractor  shall  include  in  all 
negotiated  subcontracts  which  the  Contractor 
enters  into,  the  substance  of  this  clause, 
except  paragraph  (b),  and  shall  require  such 
inclusion  in  ail  other  subcontracts,  of  any 
tier,  including  the  obligation  to  comply  with 
all  CAS  in  effect  on  the  subcontractor’s 
award  date  or  if  the  subcontractor  has 
submitted  cost  or  pricing  data,  on  the  date  of 
final  agreement  on  price  as  shown  on  the 
subcontractor's  signed  Certificate  of  Current 
Cost  or  Pricing  Data.  This  requirement  shall 
apply  only  to  negotiated  subrantracts  in 
excess  of  $500,000  where  the  price  negotiated 
is  not  based  on — 

(1)  Established  catalog  or  maiket  prices  of 
commercial  items  sold  in  substantial 
quantities  to  the  general  public;  or 

(2)  Prices  set  by  law  or  regulation,  and 
except  that  the  requirement  shall  not  apply  to 
negotiated  subcontracts  otherwise  exempt 
from  the  requirement  to  include  a  CAS  clause 
as  specified  in  9903.201-1. 

(End  of  clause) 

(b)  (Reserved] 

(c)  Disclosure  and  Consistency  of 
Cost  Accounting  Practices.  (1)  TTie 
contracting  officer  shall  insert  the  clause 
set  forth  below.  Disclosure  and 
Consistency  of  Cost  Accounting 


Practices,  in  negotiated  contracts  when 
the  contract  amount  is  over  $500,000,  but 
less  that  $10  million,  and  the  offeror 
certifies  it  is  eligible  for  and  elects  to 
use  modified  CAS  coverage  (see 
9903.201-2,  unless  the  clause  prescribed 
in  paragraph  (d)  of  this  subsection  is 
used). 

(2)  The  clause  below  requires  the 
contractor  to  comply  with  CAS  9904.401 
and  9904.402,  to  disclose  (if  it  meets 
certain  requirements)  actual  cost 
accounting  practices,  and  to  follow 
consistently  disclosed  and  established 
cost  accounting  practices. 

Disclosuie  and  Consistency  of  Cost 
Accounting  Practices  (Apr  1991) 

(a)  The  Contractor,  in  connection  with  this 
contract,  shall — 

(1)  Comply  with  the  requirements  of 

9904.401,  Consistency  in  fotimating. 
Accumulating,  and  Reporting  Costs,  and 

9904.402,  Consistency  in  Allocating  Costs 
bicurred  for  the  Same  Purpose,  in  effect  on 
the  date  of  award  of  this  contract  as 
indicated  in  part  9904. 

(2)  (CAS-covered  Contracts  Only)  If  it  is  a 
business  unit  of  a  company  required  to 
submit  a  Disclosure  Statement  disclose  in 
writing  its  cost  accounting  practices  as 
required  by  9903.202-1  through  9903.202-5.  If 
the  Contractor  has  notified  the  Contracting 
Officer  that  the  Disclosure  Statement 
contains  trade  secrets  and  commercial  or 
financial  information  which  is  privileged  and 
confidentiat  the  Disclosure  Statement  shall 
be  protected  and  shall  not  be  released 
outside  of  the  Government. 

(3) (i)  Follow  consistently  the  Contractor’s 
cost  accounting  practices.  A  change  to  such 
practices  may  be  proposed,  however,  by 
either  the  Government  or  the  Contractor,  and 
the  Contractor  agrees  to  negotiate  with  the 
Contracting  Officer  the  terms  and  conditions 
under  which  a  change  may  be  made.  After 
the  terms  and  conditions  under  which  the 
change  is  to  be  made  have  been  agreed  to, 
the  change  must  be  applied  prospectively  to 
this  contract,  and  the  Disclosure  Statement,  if 
affected,  must  be  amended  accordingly. 

(ii)  The  Contractor  shall,  when  the  parties 
agree  to  a  change  to  a  cost  accounting 
practice  and  the  Contracting  Officer  has 
made  the  finding  required  in  9903.201-6(b) 
that  the  diange  is  desirable  and  not 
detrimental  to  the  interests  of  the 
Government,  negotiate  an  equitable 
adjustment  as  provided  in  the  Changes  clause 
of  this  contract.  In  the  absence  of  the 
required  finding,  no  agreement  may  be  made 
under  this  contract  clause  that  will  increase 
costs  paid  by  the  United  States. 

(4)  Agree  to  an  adjustment  of  the  contract 
price  or  cost  allowance,  as  appropriate,  if  the 
Contractor  ot  a  subcontractor  fails  to  comply 
with  the  applicable  CAS  or  to  follow  any  cost 
accounting  practice,  and  such  failure  results 
in  any  increased  costs  paid  by  the  United 
States.  Such  adjustment  shall  provide  for 
recovery  of  the  increased  costs  to  the  United 
States  together  with  interest  thereon 
computed  at  the  annual  rate  of  interest 
established  under  the  Internal  Revenue  Code 
of  1986  (26  U.S.C.  6621),  from  the  time  the 


payment  by  the  United  States  was  made  to 
the  time  the  adjustment  is  effected. 

(b)  If  the  parties  fail  to  agree  whether  the 
Contractor  has  complied  with  an  applicable 
CAS  rule,  or  regulation  as  specified  in  parts 
9903  and  9904  and  as  to  any  cost  adjustment 
demanded  by  the  United  States.  8u<^  failure 
to  agree  will  constitute  a  dispute  under  the 
Contract  Disputes  Act  (41  U.S.C.  601). 

(c)  The  Contractor  shall  permit  any 
authorized  representatives  of  the 
Government  to  examine  and  make  copies  of 
any  documents,  papers,  and  records  relating 
to  compliance  with  the  requirements  of  this 
clause. 

(d)  The  Contractor  shall  include  in  all 
negotiated  subcontracts,  which  the 
Contractor  enters  into,  the  substance  of  this 
clause,  except  paragraph  (b),  and  shall 
require  such  inclusion  in  all  other 
subcontracts  of  any  tier,  except  that — 

(1)  If  the  subcontract  is  awarded  to  a 
business  unit  which  pursuant  to  9903.201  is 
required  to  follow  all  CAS,  the  clause  entitled 
"Cost  Accounting  Standards,"  set  forth  in 
9903.201-4(a).  shall  be  inserted  in  lieu  of  this 
clause;  or 

(2)  This  requirement  shall  apply  only  to 
negotiated  subcontracts  in  excess  of  $500,000 
where  the  price  negotiated  is  not  based  on — 

(i)  Established  catalog  or  maricet  prices  of 
commercial  items  sold  in  substantial 
quantities  to  the  general  public;  or 

(ii)  Price  set  by  law  or  regulation;  or 

(3)  The  requirement  shall  not  apply  to 
negotiated  subcontracts  otherwise  exempt 
from  the  requirement  to  include  a  CAS  clause 
as  specified  in  9903.201-1. 

(End  of  clause) 

(d)  Consistency  in  Cost  Accounting 
Practices.  Hie  contracting  officer  shall 
insert  the  clause  set  forth  below. 
Consistency  in  Cost  Accounting 
Practices,  in  negotiated  defense 
contracts  that  are  exempt  from  CAS 
requirements  solely  on  the  basis  of  the 
fact  that  the  contract  is  to  be  awarded  to 
a  United  Kingdom  contractor  and  is  to 
be  performed  substantially  in  the  United 
Kingdom  (see  9903.201-1 (b)(12)). 

Consistency  in  Cost  Accounting  Practices 
(APR  1991) 

The  Contractor  agrees  that  It  will 
consistently  follow  the  cost  accounting 
practices  disclosed  on  Form  CASE  DS-1  in 
estimating,  accumulating  and  reporting  costs 
under  this  contract.  In  the  event  the 
Contractor  fails  to  follow  such  practices,  it 
agrees  that  the  contract  price  shall  be 
adjusted  together  with  interest  if  such  failure 
results  in  increased  cost  paid  by  the  U.S. 
Government.  Interest  shall  be  computed  at 
the  annual  rate  of  interest  established  under 
section  6621  of  the  Internal  Revenue  Code  of 
1986  (26  U.S.C.  6621)  from  the  time  payment 
by  the  Government  was  made  to  the  time 
adjustment  is  effected.  'The  Contractor  agrees 
that  the  Disclosure  Statement  filed  with  the 
U  J(.  Ministry  of  Defence  shall  be  available 
for  inspection  and  use  by  authorized 
representatives  of  the  United  States 
Government. 

(End  of  clause) 


Federal  Register  /  Vol.  57,  No.  75  /  Friday.  April  17,  1992  f  Rules  and  Regulations 


14157 


9903.201- 5  Waiver. 

(a)  Upon  request  of  an  agency  head  or 
his  designee,  the  Cost  Accounting 
Standards  Board  may  waive  all  or  any 
part  of  the  requirements  of  9903.201- 
4(a),  Cost  Accounting  Standards,  or 

9903.201- 4(c),  Disclosure  and 
Consistency  of  Cost  Accounting 
Practices,  with  respect  to  a  contract 
subject  to  the  Cost  Accounting 
Standards.  Any  request  for  a  waiver 
shall  describe  the  proposed  contract  or 
subcontract  for  which  the  waiver  is 
sought  and  shall  contain — 

(1)  An  unequivocal  statement  that  the 
proposed  contractor  or  subcontractor 
refuses  to  accept  a  contract  containing 
all  or  a  specified  part  of  a  CAS  clause 
and  the  specific  reason  for  that  refusal; 

(2)  A  statement  as  to  whether  the 
proposed  contractor  or  subcontractor 
has  accepted  any  prime  contract  or 
subcontract  containing  a  CAS  clause: 

(3)  The  amount  of  the  proposed  award 
and  the  sum  of  all  awards  by  the  agency 
requesting  the  waiver  to  the  proposed 
contractor  or  subcontractor  in  each  of 
the  preceding  3  years; 

(4)  A  statement  that  no  other  source  is 
available  to  satisfy  the  agency's  needs 
on  a  timely  basis; 

(5)  A  statement  of  alternative  methods 
considered  for  fulfilling  the  need  and  the 
agency's  reasons  for  rejecting  them; 

(6)  A  statement  of  steps  being  taken 
by  the  agency  to  establish  other  sources 
of  supply  for  future  contracts  for  the 
products  or  services  for  which  a  waiver 
is  being  requested;  and 

(7)  Any  other  information  that  may  be 
useful  in  evaluating  the  request. 

(b)  Except  as  provided  by  the  Cost 
Accounting  Standards  Board,  the 
authority  in  9903.201-5(a)  shall  not  be 
delegated. 

9903.201- 6  Findings. 

(a)  Prior  to  the  utilization  of  the 
provisions  of  paragraph  (a)(4)(iii)  of  the 
contract  clause  set  forth  in  9903.201- 
4(a),  the  Contracting  Officer  shall  make 
a  finding  that  the  change  is  desirable 
and  is  not  detrimental  to  the  interests  of 
the  Government, 

(b)  Prior  to  making  any  equitable 
adjustment  under  the  provisions  of 
paragraph  (a)(3)(ii)  of  the  contract 
clause  set  for^  in  9903.201-4(c),  the 
Contracting  Officer  shall  make  a  Ending 
that  the  change  is  desirable  and  is  not 
detrimental  to  the  interests  of  the 
Government 

9903.202  Disclosure  requirements. 

9903.202- 1  General  requirements. 

(a)  A  Disclosure  Statement  is  a 
written  description  of  a  contractor's  cost 


accounting  practices  and  procedures. 

The  submission  of  a  new  or  revised 
Disclosure  Statement  is  not  required  for 
any  non-CAS-covered  contract  or  horn 
any  small  business  concern. 

(b)  Completed  Disclosure  Statements 
are  requir^  in  the  following 
circumstances: 

(1)  Any  business  unit  that  is  selected 
to  receive  a  CAS-covered  contract  or 
subcontract  of  $10  million  or  more  shall 
submit  a  Disclosure  Statement  before 
award. 

(2)  Any  company  which,  together  with 
its  segments,  received  net  awards  of 
negotiated  prime  contracts  and 
subcontracts  subject  to  CAS  totaling 
more  than  $10  million  in  its  most  recent 
cost  accounting  period  must  submit  a 
Disclosure  Statement  before  award  of 
its  Erst  CAS-covered  contract  hi  the 
immediately  following  cost  accounting 
period.  However,  if  the  Erst  CAS- 
covered  contract  is  received  within  90 
days  of  the  start  of  the  cost  accounting 
period,  the  contractor  is  not  required  to 
file  until  the  end  of  90  days. 

(c)  When  a  Disclosure  Statement  is 
required,  a  separate  Disclosure 
Statement  must  be  submitted  for  each 
segment  whose  costs  included  in  the 
total  price  of  any  CAS-covered  contract 
or  subcontract  exceed  $500,000,  unless 
the  contract  or  subcontract  is  of  the  type 
or  value  exempted  by  9903.201-1.  If  the 
cost  accounting  practices  are  identical 
for  more  than  one  segment,  then  only 
Disclosure  Statement,  clearly  identifying 
each  such  segment  need  be  submitted. 

A  Disclosure  Statement  will  also  be 
required  for  each  corporate  or  group 
office  whose  costs  of  any  amount  are 
allocated  to  one  or  more  segments 
performing  CAS-covered  contracts. 

(d)  Each  corporate  or  other  home 
office  that  allocates  costs  to  one  or  more 
disclosing  segments  performing  CAS- 
covered  contracts  must  submit  a  Part 
VIII  of  the  Disclosure  Statement. 

(e)  Foreign  contractors  and 
subcontractors  who  are  required  to 
submit  a  Disclosure  Statement  may,  in 
lieu  of  Eling  a  Form  No.  CA^-4)S-1, 
make  disclosure  by  using  a  disclosure 
form  iH«8cribed  by  an  agency  of  its 
Government,  provided  that  the  Cost 
Accounting  Standards  Board  determined 
that  the  information  disclosed  by  that 
means  will  satisfy  the  objectives  of 
Public  Law  100-679.  The  use  of 
alternative  forms  has  been  ai^oved  for 
the  contractors  of  the  following 
countries: 

(1)  Canada. 

(2)  Federal  Republic  of  Germany. 

9903.202-2  Impracticallty  of  submission. 

The  agency  head  may  determine  that 
it  is  impractical  to  secure  the  Disclosure 


Statement,  although  submission  is 
required,  and  authorize  contract  award 
without  obtaining  the  Statement.  He 
shall,  within  30  days  of  having  done  so, 
submit  a  report  to  the  Cost  Accounting 
Standards  Itoard  setting  forth  all 
material  facts.  This  authority  may  not  be 
delegated. 

9903.202- 3  Amendments  and  revisions. 

Contractors  and  subcontractors  are 

responsible  for  maintaining  accurate 
Disclosure  Statements  and  complying 
with  disclosed  practices.  Amendments 
and  revisions  to  Disclosure  Statements 
may  be  submitted  at  any  Erne  and  may 
be  proposed  by  either  the  contractor  or 
the  Government  Resubmission  of 
complete,  updated.  Disclosure 
Statements  is  discouraged  except  when 
extensive  changes  require  it  to  assist  the 
review  process. 

9903.202- 4  Plivtieged  and  confidential 
information. 

If  the  oEeror  or  contractor  notiEes  the 
contracting  officer  that  the  Disclosure 
Statement  contains  trade  secrets  and 
commercial  or  Enancial  information, 
which  is  privileged  and  conEdential,  the 
Disclosure  Statement  shall  be  protected 
and  shall  not  be  released  outside  the 
Government. 

9903.202- 5  FHing  Disclosure  Statements. 

(a)  Disclosure  must  be  on  Form 
Number  CASB-DS-1,  Forms  may  be 
obtained  from  the  cognizant 
administrative  contracting  officer 
(AGO). 

(b)  Offerors  are  required  to  Ele 
Disclosure  Statements  as  follows: 

(1)  Original  and  one  copy  with  the 
cognizant  AGO;  and 

(2)  One  copy  with  the  cognizant 
contract  auditor. 

(c)  Amendments  and  revisions  shall 
be  submitted  to  the  currently  cognizant 
AGO  and  auditor. 

9903.202- 6  [Reserved] 

9903.202- 7  [Reserved] 

9903.202- 8  Subcontractor  Disclosure 
Statements. 

(a)  The  contractor  or  higher  tier 
subcontractor  is  responsible  for 
administering  the  GAS  requirements 
contained  in  subcontracts. 

(b)  If  the  subcontractor  has  previously 
furnished  a  Disclosure  Statement  to  an 
AGO.  the  subcontractor  may  satisfy  the 
submission  requirement  by  identi^ng 
to  the  contractor  or  higher  tier 
subcontractor  the  AGO  to  whom  it  was 
submitted. 

(c) (1)  If  the  subcontractor  considers 
the  Disclosure  Statement  (or  other 
similar  information)  privileged  or 
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confidential,  the  subcontractor  may 
submit  it  directly  to  the  AGO  and 
auditor  cognizant  of  the  subcontractor, 
notifying  the  contractor  or  higher  tier 
subcontractor.  A  preaward 
determination  of  adequacy  is  not 
required  in  such  cases.  Instead,  the  AGO 
cognizant  of  the  subcontractor  shall 

(i)  Notify  the  auditor  that  the 
adequacy  review  will  be  performed 
during  the  postaward  compliance 
review  and,  upon  completion, 

(ii)  Notify  the  subcontractor,  the 
contractor  or  higher  tier  subcontractor, 
and  the  cognizant  AGOs  of  the  findings. 


(2)  Even  though  a  Disclosure 
Statement  is  not  required,  a 
subcontractor  may 

(i)  Glaim  that  GAS-related  reviews  by 
contractors  or  higher  tier  subcontractors 
would  reveal  proprietary  data  or 
jeopardize  the  subcontractor's 
competitive  position  and 

(ii)  Request  that  the  Government 
perform  the  required  reviews. 

(d)  When  the  Government  requires 
determinations  of  adequacy  or 
inadequacy,  the  AGO  cognizant  of  the 
subcontractor  shall  make  such 
recommendation  to  the  AGO  cognizant 
of  the  prime  contractor  or  next  higher 


tier  subcontractor.  AGOs  cognizant  of 
higher  tier  subcontractors  or  prime 
contractors  shall  not  reverse  the 
determination  of  the  AGO  cognizant  of 
the  subcontractor. 

9903.202-9  Illustration  of  Disclosure' 
Statement  Form,  CASB-DS-1. 

The  data  which  are  required  to  be 
disclosed  are  set  forth  in  detail  in  the 
Disclosure  Statement  Form,  GASB-DS- 
1,  which  is  illustrated  below: 

BILLING  CODE  311(>-01-M 


\- 


COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


COVER  SHEET  AND  CERTIFICATION 


0.1 


0.2 


1.3 


0.4 


Company  of  Reooftini;!  l^nit. 

Name 

Street  Address 

City,  state,  &  zip  code 

Division  or  subsidiary  of 
(if  applicable) 

Reporting  Unit  is:  (Check  one.) 

A.  I  I  Corporate  (Home)  office  B.  (  )  Group  office 

C.  (  1  Division  or  subsidiary  D.  (  ]  Other 

Official  to  Contact  Concemino  this  Statement. 

Name  and  title  ) 

Phone  number  (irKl.  area  code  and  extension) 

Date  of: 

This  statement 

Most  recent  prior  statement 

CERTIFICATION 

I  certify  that  to  the  best  of  my  knowledge  and  belief  this  Statement  is 
the  complete  and  accurate  disclosure  as  of  the  above  date  by  the  above-named 
organization  of  Its  cost  accounting  practices,  as  required  by  the  Disclosure 
Regulation  (4B  CFR  9903.202)  of  the  Cost  Accounting  Standards  Board  under 
P.L  100-B79. 


(Name) 


Tfitie) 

THE  PENALTY  FOR  MAKING  A  FALSE  STATEMENT  IN 
THIS  DISCLOSURE  IS  PRESCRIBED  IN  18  U.S.C.  1001 


FORM  CASB  DS-1  (REV  3/92) 


COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PAftT  VI 
PART  VII 


General  Information .  1 

Direct  Costs .  4 

Direct  vs.  Indirect .  1 1 

Indirect  Costs .  14 

Depreciation  and  Capitalization  Practices . .  21 

Other  Costs  and  Credits .  25 

Deferred  Compensation  and  Insurance  Cost .  28 

Systems  or  Group  Expenses .  37 

Continuation  Sheet 
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COSTACCOs.RffifQ  STANDARDS  BOARD 
DISCLOSURE  STATBMENT 
RgQIJIRED  BY  PUgl JC  LAV/  10Q-S79 


PART  I .  GENERAL  INFORMATION 


Item 

No. 


ITEM  DESCRIPTION 


1.1.0 


1.2.0 


1.3.0 

1.4.0 


Instructions  for  Pan  I 

Sales  data  for  this  part  should  cover  the  most  recently  completed  fiscal  year 
of  the  reporting  unit.  'Government  Sales*  includes  sales  under  both  printe 
contracts  and  subcontracts.  ‘Annual  Total  Sales*  includes  intracorporate 
transactions.  Educational  institutions  may  skip  Items  1.4.0  and  1.6.0,  and 
consider  sales  as  used  in  Items  1.S.0  and  1.7.0  to  refer  to  research  revenues. 

Estimates  are  permitted  for  Items  1.4.0  through  I.7.O. 

Type  of  Business  Entity  of  Which  the  Reoortino  Unit  is  a  Part.  (Check  one.) 

A.  (  ]  Corporation  B.  (  I  Paitnership 


C.  (  1  Proprietorship 


D.  (  1  Not-for-profit 
organization 


E.  (  1  Joint  Venture  F.  (  ]  Educational  Institution 

Predominant  Tvoe  of  Government  Sales.  (Check  one.) 

A.  [  ]  Manufacturing  B.  (  1  Research  and  Development 

C.  (  ]  Construction  D.  [  I  Services 

Y.  I  1  Other  (specify) _ 

Bsarved. 

Annual  Total  Sales  (Government  and  Commercial).  (Check  one.) 


A.  1 

]  Less  than 
$1  million 

B.  ( 

1  il-ilO 
million 

C.  ( 

1  $11-$25 
million 

o.i 

)  •26-$50 
million 

E.  ( 

1  $51-$100 
million 

F.  1 

1  $101-$200 
million 

G.( 

1  •201-500 

H.  I 

1  Over  1500 

million 


million 


FORM  CASB  CS-1  (REV  3«2) 


1 


COST  ACCOUNTING  STANDARDS  BOARD 
DISCUDSURE  STATEMENT 
REQUIRED  BY  PUBLIC  LAW  100-679 


Hem 

No.  item  DESCRIPTION 


PART  I  •  GENERAL  INFORMATION 


Annual  To 

al  Government  Si 

lies.  (Check  one.) 

A.  ( 

]  Less  than 
(1  million 

B.  (  1  $1-$10 
million 

C.  I 

i  $11-$25 
million 

D.  1 

]  »26-$50 
million 

E.  (  1  $51-$100 
million 

F.  1 

1  $101-$200 
million 

G.l 

1  $201-500 
million 

H.  1  ]  Over  $500 
million 

(Checkone.) 

A.  t 

1  Less  than 

10% 

B.  1 

)  10%-50% 

C.  (  151%-80% 

D.  ( 

)81%-95% 

E.  I 

1  Over  95% 

u.  (Checkone.) 

A. (  ]  Less  than 

B.  (  1  10%  •  50% 

C.  (  )51%-80% 

10% 

D.  I  181%-95% 

E.  I  1  Over  95% 

contracts.  (Check  the  appropriate  blockis)  and  if  more  than  one  is  checked,  explain 
on  a  continuation  sheet.) 


A.  (  ]  Standard  costs  •  Job  B.  (  1  Standard  costs  •  Process 

order 

C.  (  1  Actual  costs  -  Job  0.  (  ]  Actual  costs  -  Process 

order 

Y.  (  1  Other(s)  (Describe  on  a  continuation  sheet.) 


C.  (  1  Actual  costs  -  Job 
order 


Intearatjon  of  Cost  Accouritino  with  Financial  Accountino.  The  cost  accounting 
systm  »:  ((ihecK  one.  If  B  or  C  is  checked,  describe  on  a  continuation  sheet  the 
costs  which  are  accumulated  on  memorandum  records.) 

A.  (  ]  Integrated  with  financial  accounting  records 

(Subsidiary  cost  accounts  are  all  reconcilable  to 
general  ledger  control  accounts.) 


FORM  CAS8  OS-1  (REV  3/92) 
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PART  I  •  GENERAL  INFORMATION 


ITEM  DESCRIPTION 


8.  I  ]  Not  integrated  with  financial  accounting  (Cost  data  are 
accumuiated  on  memorandum  records.) 

C.  (  1  Combination  of  A  and  B  above 

Unit  or  Job  Costs.  Is  your  cost  accounting  system  capable  of  producing  unit  or 
job  lot  costs  during  contract  performance?  (Check  one.) 

A.  (  ]  Yes  (If  Yes,  describe  on  a  continuation  sheet  the  method  used 

or  which  could  be  us^  to  arrive  at  such  costs.) 

B.  (  ]  No  (Interim  repricing  not  involved.) 

C.  (  1  No  (Interim  repricing  involved.  Describe  on  a  continuation 

sheet  the  manner  in  which  interim  repricing  is  deveioped.) 

Year,  Month.  Dav  on  Which  Your  Moy  Recent  Fiscal  Year  Ended,  Enter  in  blocks 
below.  Use  numeric  terms,  e.g.,  910630  for  June  30,  1991;  911231  for 
December  31,  1991.) 


FORM  CAS8  DS-1  (REV  3/92) 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


Item 

No. 


PART  II  •  DIRECT  COSTS 


Item  Description 


This  part  covers  three  elements  of  direct  costs,  i.e..  Direct  Materials,  Direct 
Labor,  and  Other  Direct  Costs.  It  is  not  the  intent  here  to  spell  out  or  define  the 
three  elements  of  direct  costs. 

Rather,  contractors  should  disclose  practices  based  on  their  own  definitions 
of  what  costs  are,  or  will  be,  charged  directly  to  Government  contracts  or  similar 
cost  objMtives  as  Direct  Materi^s,  Direct  Labor,  or  other  Direct  Costs.  For 
example,  some  contractors  may  charge  or  classify  purchased  labor  of  direct  nature, 
as  ’Direct  Materials*  for  purposes  of  pricing  proposals,  requests  for  progress 
payments,  claims  for  cost  reimbursement,  etc.;  some  other  contractors  may 
classify  the  same  cost  as  ’Direct  Labor,’  and  still  others  as  ’Other  Direct  Costs. 
In  these  circumstances,  it  is  expected  that  contractors  will  disclose  practices 
consistent  with  their  own  classifications  of  Direct  Materials,  Direct  Labor,  and 
Other  Direct  Costs. 


Direct  materials  as  used  here  are  qqi  limited  to  those  items  of  materials 
actually  incorporated  into  the  end  product;  they  also  include  materials,  consumable 
supplies,  and  other  costs  when  charged  to  Government  contracts  or  similar  cost 
objectives  as  Direct  Materials. 

(Describe  on  a  continuation  sheet  the  principal  classes  of  materials  and 
service  costs  which  are  charged  as  direct  materials;  group  the  materials  and 
service  costs  by  those  which  are  incorporated  in  an  end  product  and  those  which 
are  not.) 


Direct  Charge  Not  Through  ap  Inventory  Accqunt  at:  (Check  the  appropriate 
block(s)  and  n  more  than  one  is  checked,  explain  on  a  continuation  sheet.) 

A.  [  ]  Standard  costs  (Describe  the  type  of  standards  used,  e.g., 

current  standards,  basic  standards,  etc.,  on  a  continuation 
sheet.) 

B.  C  1  Actual  Costs 

Y.  (  ]  Other(s)  (Describe  on  a  continuation  sheet.) 


(  1  Not  applicable 
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2.2.2 


2.3.0 


Charoad  from  Central  of  Cotpmon.  Cgmoanv-owned  lnv,entQfv  Account  at; 
(Check  the  appropriate  biock(s)  and  if  more  than  one  is  checked,  explain 
continuation  sheet.) 


A.  1 

]  Standard  costs  (Describe  the 
types  of  standards  used  on  a 
continuation  sheet.) 

B.  (  1 

Average  Costs 

c.  c 

1  First  in,  first  out 

D.  C  ) 

Lest  in,  first  out 

Y.  [ 

1  Otherls)  (Describe  on  a 
continuation  sheet.) 

Z.  [  ] 

Not  applicable 

Timing  of  Charging  Direct  Materials  Incofoorated  In  End  Product.  (Check  the 
appropriate  block(s)  to  Indicate  the  point  in  time  at  which  materials  incorporated 
in  the  end  product  are  charged  to  Government  contracts  or  similar  cost  objectives, 
and  if  more  than  one  block  is  checked,  explaln'on  a  continuation  sheet.) 


1 

A.  1  1 

When  orders  are  placed 

B.  (  1 

When  material  is 
received,  or  when 
fabricated,  if 
fabricated  irvhouse 

C.  I  1 

When  material  is  issued 

D.  1  1 

When  consumed 

or  released  to  jobs 

or  incorporated 
in  end  product 

E.  I  1 

When  invoices  are 

Y.  (  1 

Otheris)  (Describe 

vouchered  or  paid 

on  a  continuation 
sheet.) 

Z-  I  1 

Not  applicable 

2.4.0 

Variances  from  Standard  Costs  for  Direct  Materials.  (Do  not 

complete  this  Item 

unless  you  use  a  standard  cost  method,  I.e.,  you  have  checked  Block  A  of  Item 

2.2.1,  or  2.2.2.  Check  the  appropriate  block(s)  In  herns  2.4.1 

..  2.4.2,  2.4.3  and 

2.4.4,  and  if  more  than  one  block  is  checked,  explain  on  a  continuation  sheet.) 

2.4.1 

Tym  of  .Variance. 

A.  1  1 

Price  B.  I  I  Usage 

C.  {  1 

Combined 
(A  and  B) 

Y.  (  1 

Other(s)  (Describe  on 
a  continuation  sheet.) 

Fof.!J  CASS  OS-1  (REV  3/92) 
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COST  ACCOUNTING  STANDAfiOS  BOARD 
CMSCLOSURE  STATBilENr 
REQUIRED  BY  PU8UC  LAW  100-679 


Mem 

No. 


PART  II .  DIRECT  COSTS 


Item  Descrlotlon 


(  I  By  department 

(  ]  By  contract 


Method  of  Dtsoosinq  of  Variance.  (Describe  on  a  continuation  sheet  the  basis 
for,  and  the  frequency  of.  the  disposition  of  tho-variance.) 


A.  I 

]  Plant-wide  basis 

B. 

C.  1 

]  By  product  or  produa 

D. 

line 

Y.  I 

]  Other(s)  (Describe  on  a 

continuation  sheet.) 

(  1  Prorated  between 
inventories  and 
cost  of  goods  sold 


B.  (  I  Charged  or  credited 
only  to  cost  of  goods 
sold 


C.  (  I  Charged  or  credited  Y.  (  ]  Other(s)  (Describe  on 
only  to  overhead  a  continuation  sheet.) 

Revisions.  Standard  costs  for  direct  materials  are  revised: 


A.  I 

)  Semiannually 

B.  I 

1  Annually 

C.  1 

]  Revised  as  needed,  but 
at  least  once  annually 

Y.  1 

I  Other(s)  (Describe  on 
a  continuation  sheet.) 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 

PART  II  -  DIRECT  COSTS 

Item 

No. 

Item  Descriotion 

Method  of  Charoino  Direct  Labor:  (Check  the  aoDrooriate  block(s)  for  each  Direct 
Labor  Category  to  show  how  such  labor  is  charged  to  Government  contracts  or 
similar  cost  objectives,  and  if  more  than  one  block  is  checked,  explain  on  a 
continuation  shMt.  Also  describe  on  a  continuation  sheet  the  principal  classes  of 
labor  or  costs  that  are,  or  will  be,  included  in  Manufacturing  Labor,  Engineering 
Labor,  and  Other  Direct  Labor,  as  applicable.) 

Direct  Labor  Category _ 

Manufac-  Engi-  Other 

turing  nearing  Direct 

_Ui_  _121_  _iaL 

A.  Individual/actual  rates) 

(1  (1  f  1 

B.  Average  rates  (Describe 
the  type  of  average  rates 
on  a  continuation  sheet.) 

i  i  (1  t  1 

C.  Standard  costs/rates  (Des¬ 
cribe  the  type  of  standards 
used  on  a  continuation 
sheet.) 

(  ]  (1  (I 

Y.  Other(s)  (Describe  on  a 
continuation  sheet.) 

(1  M  (1 

Z.  Labor  category  is  not 
applicable 

(1  11  (1 

2.6.0 

Variances  from  Standard  Costs  for  Direct  Labor.  (Do  not  complete  this  item  unless 
you  use  a  standard  cost/rate  method,  i.e.,  you  have  checked  Block  C  of  Item  2.5.0 
for  any  direct  labor  category.  Check  the  appropriate  block(s)  in  each  column  of 
Items  2.6.1,  2.6.2  and  2.6.3,  and  in  Item  2.6.4.  If  more  than  one  is  checked, 
explain  on  a  continuation  sheet.) 

2.6.1 

Type  of  Variance. 

Direct  Iflhnr  'natenorv 

Manufac-  Engi-  Other 

turing  naering  Direct 

(1)  (2)  (3) 

A.  Rate 

B.  Efficiency 

C.  Combined  (A  and  B) 


(  ] 
i  1 
I  I 


(  ] 
(  ] 
{  1 


(  ] 
I  1 
(  I 


COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
_ REQUIRED  BY  PUBUC  LAW  100-679 


Item 

No. 


Y.  Other(s)  Describe 
on  e  continuation 
sheet.) 

Z.  Labor  category  is  not 
applicable 


PART  II  -  DIRECT  COSTS 


Item  Description 


(I  (1  M 

M  I  1  M 


A.  Plant-wide  basis 

Manufac¬ 

turing 

111 

I  1 

fcngi-  Other 

neering  Direct 

(2)  (3) 

{  1  (I 

B.  By  department 

(  1 

(  1 

(  1 

C.  By  product  or  product  line 

(  I 

[  1 

(  1 

D.  By  contract 

(  ) 

(  1 

(  1 

Y.  Other(s)  (Describe  on  a 

(  1 

1  1 

[  1 

continuation  sheet.) 

Z.  Labor  category  is  not 

(  1 

(  1 

(  1 

applicable 

Method  of  Disoosino  of  Variance.  (Describe  on  a  continuation  sheet  the  basis  for, 
and  the  frequency  of,  the  disposition  of  the  variance.) 


Manufac¬ 
turing 
,  Lll- 

Engi¬ 

neering 

(2) 

Other 

Direct 

_iaL 

A.  Prorated  between  inventories 
and  cost  of  goods  sold 

(  1 

(  1 

(  ] 

B.  Charged  or  credited  only  to 
cost  of  goods  sold 

C.  Charged  or  credited 
only  to  overhead 

(  1 

(  ] 

(  I 

(  1 

(  1 

(  1 

Y.  Other(s)  Describe  on 
a  continuation  sheet.) 

(  1 

(  ) 

(  1 

Z.  Labor  category  is  not 
applicable 

(  1 

[  1 

(  1 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  1 0(«79 


PART  II  •  DIRECT  COSTS 


Item 

No. 


2.6.4 


RBYisipna, 


Item  Description 


Standard  costs  for  direct  labor  are  revised: 


A.  Semiannually  B.  (  ]  Annually 

C.  Revised  es  needed,  but  Y.  (  ]  Other(s)  (Describe  on  a 

at  least  once  annually  continuation  sheet.) 

2.7.0  Credits  to  Contract  Costs.  When  (Sovemment  contracts  or  similar  cost  objectives 
are  credited  for  the  following  circumstances,  are  the  rates  of  direct  labor,  direct 
materials,  other  direct  costs  and  epplicable  indirect  costs  always  the  same  as  those 
for  the  original  charges?  (Check  one  block  for  each  circumstance,  and  for  each 
*No*  answer,  explain  on  a  continuation  sheet  how  the  credit  differs  from  original 
charge.) 


Circumstance  A.  Yea 

.  B.  No. 

Z.  Not  Applicable 

(a)  Transfers  to  other  jobs/  (  ] 

contracts 

(  1 

I  I 

(b)  Unu^  or  excess  materials  (  ] 

I  1 

1  1 

remaining  upon  completion 
of  contract 


2.8.0 


Interoroanlzatlonal  Transfers. 


This  item  is  directed  only  to  those  materials,  supplies,  arrd  services  which 
are,  or  will  be  transferred  to  vou  from  divisions,  subsioiaries,  or  affiliates  under 
common  control  with  you. 

(Check  the  appropriete  block(s)  in  each  column  to  indicate  the  basis  used  by 
you  as  transferee  to  charge  the  cost  or  price  of  interorganizational  transfers  or 
materials,  supplies,  and  services  to  (Government  contracts  or  similar  cost 
objectives.  If  more  than  one  block  is  checked,  explain  on  a  continuation  sheet.) 


Basis  Materials  Supplies  Services 


-■ill-  _i21_  13) 

A.  At  fui)  cost  excluding  transferor's  Cl  11  (1 

general  and  administration  (G&A) 

expenses. 

B.  At  full  cost  including  transferor's  (1  (  )  (I 

G&A  expenses 

C.  At  full  cost  (A  or  B  above)  plus  a  (  ]  (  )  (  ] 

markup  percentage 


FORM  05B  OS-1  (REV  3/92) 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCtOSURE  STATBl/IENT 
REQUIRED  BY  PUBUC  LAW  10(S679 

PART  n  .  DIRECT  COSTS 

item 

No 

Item  Descriotion 

Continued 

D.  At  established  catalog  or  martcet  (  ] 
price  or  orices  based  on  adeauate 
competition 

{  I 

(  1 

Y.  Other(8)  (Describe  on  a  eontinua-  I  I 
tion  sheet.) 

I  1 

(  ) 

Z.  Interorganizational  transfers  are  (  1 

(  1 

1  I 

not  applicablo 


FORM  CASB  DS-1  (REV  3/92) 
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COSTACCOUr^TINQ  STANOAROS  BOARD 
OtSCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


Item 

No. 


PART  III  •  DIRECT  VS.  INDIRECT 


Item  Description 


Similar  goat  Obiactives.  (Describe  on  a  continuation  sheet  your  criteria  tor 
determining  whether  costs  are  charged  directly  or  indirectly.) 


(For  each  of  the  functions,  elements  of  cost  or  transactions  listed  in  Items  .... . , 
3.2.2.  and  3.2.3,  enter  one  of  the  Codes  A  through  F,  or  Y,  to  indicate  how  the 
item  is  treated.  Enter  Code  Z  in  those  blocks  that  are  not  applicable  to  you.  Also, 
specify  the  name(s)  of  the  indirect  pooKs)  for  each  function,  element  of  cost,  or 
transaction  coded  E  or  F.  If  Code  E,  Sometimes  direct/Sometimes  indirect,  is  used 
and  if  there  is  a  deviation  from  the  criteria  described  in  response  to  Item  3.1.0, 
explain  on  a  continuation  sheet  the  circumstances  involved  which  cause  the 
deviation.) 


IfeaUMfll.Cfldfl 


A. 

Direct  material 

E. 

8, 

Direct  labor 

C. 

Direct  material  and 

F. 

labor 

Y. 

0. 

Other  direct  costs 

Indirect 
Indirect  Only 
Other(s)  (Describe  on  a 
continuation  sheet.) 


Z.  Not  applicable 


Cash  discounts 
on  purchases 


Freight  in 

Income  from  sale 
of  scrap 

Income  from  sale 
«f  salvage 

incoming  material 
inspection 

Inventory  adjustments 

Purchasing 

Trade  discounts,  r»> 
funds,  rebates,  and 
allowances  on  purchases 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCIOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  III  -  DIRECT  VS.  INDIRECT 


Hem  Description 


(a)  Health  Insurance 

(bl  Holiday  diftarential 

(premium  pay) 

(cl  Overtime  premium  pay 

(d)  Pension  costs 

(e)  Shift  premium  pay 

(f)  Training 

(g)  Travel  and  subsistence 

(h)  Vacation  pay 


(a)  Design  engineering 
(In-house) 

(b)  Drafting  (in-house) 

(c)  Computer  operations 
(In-house) 

(d)  Contract  administration 

(e)  Freight  out  (finished 
product) 

(f)  Line  (or  production) 
inspection 

(g)  Packaging  and  preser¬ 
vation 

(h)  Preproduction  costs 
and  start-up  costs 

(I)  Production  shop  super¬ 
vision 
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COSTACCXXINTINQ  STANDARDS  BOARD 
DtSCljOSURE  STATEMENT 

REQijiRiD  BY  PUftije  LAW  100-673 

PART  III  -  DIRECT  VS.  INDIRECT 

Itsfn 

3.2.3 

Continued 

Functions.  Elements  of  Cost, 
or  Transactions 

Treatment 

Code  Name  of  PooKsl 

(j)  Professional  services 

(consultant  fees) 

(  1 

(k)  Purchased  labor  of 
direct  nature 
(on  premises) 

I  1 

(I)  Purchased  labor  of  direct  [  ) 
nature  (off  premises) 


(m)  Rearrangement  costs  (  ] 

(n)  Rework  costs  (  ] 

(o)  Royalties  (  1 

(p)  Scrap  work  (  ) 

(q>  Special  test  equipment  (  ] 

(as  defined  in  FAR 
45.101  or 

other  pertinent  procurement 
regulations) 

(r)  Special  tooling  (as  de-  (  1 

fined  in  FAR  45.101 

or  other  pertinent 

procurement 

regulations) 

(s)  Subcontract  costs  [  1 

(t)  Warranty  costs  (  1 


3.3.0  Q^r  Costs  Charoed  Direct  to  Contracts.  (Describe  on  a  continuation  sheet  all 
other  significant  functions,  elements  of  cost,  or  transactions  charged  to 
Govemmem  contracts  or  similar  cost  objectives  as  direct  material,  direct  iabor  or 
other  direct  costs.  Do  not  include  functions  or  costs  covered  in  Items  2.1.0, 
2.5.0,  and  3.2.0  which  are  always  charged  direct.  Describe  also  whether  there 
are  any  deviations  from  the  criteria  set  out  in  Item  3.1.0  with  respect  to  any 
continuation  sheet  items.) 
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COST  ACCOUNTING  STANDARDS  BOARD 

OISCIjOSURE  statement  part  IV  •  INDIRECT  COSTS 

REQUIRED  BY  PUBUC  UAW  100-679 

Item 

No. 

Item  OescrlDtlon 

4.1.0 

ln«tfuction«  for  Part  IV 

For  the  purpose  of  this  pert,  indirect  costs  have  been  divided  into  three 
categories:  (i)  manufacturing,  engineering,  and  comparabie  indirect  costs,  (ii) 
generai  and  administrative  (G&A)  expenses,  and  (iii)  service  center  costs,  as 
defined  in  item  4.3.0.  The  term  'overhead,*  as  used  in  this  part,  refers  oniy  to  the 
first  category  of  indirect  costs. 

The  foiiowing  Allocation  Base  Codes  are  provided  for  use  in  connection  with 
Items  4.1.0,  4.2.0  and  4.3.0.  Educational  institutions,  to  which  Office  of 
Management  and  Budget  Circular  No.  A-21  applies,  may  enter  code  Y  for  Items 

4.1 .0(n),  4.2.0(n)  and  4.3.0(1 ),  and  describe  on  a  continuation  sheet  the  indirect 
cost  pools  and  the  bases  for  allocating  such  pools  of  expenses  to  Government 
contracts  or  similar  cost  objectives. 

A.  Sales 

B.  Cost  of  sales 

C.  Cost  input  (direct  material,  direct  labor,  other  direct  costs  and 
applicable  overhead) 

0.  Total  cost  incurred  (cost  input  plus  G&A  expenses) 

E.  Prime  cost  (direct  material,  direct  labor  and  other  direct  cost) 

F.  Processing  or  conversion  cost  (direct  labor  and  applicable  overhead) 

G.  Direct  labor  dollars 

H.  Direct  labor  hours 

I.  Machine  hours 

J.  Usage 

K.  Unit  of  product 

L.  Direct  material  cost 

M.  Total  payroll  dollars  (direct  and  indirect  employees) 

N.  Headcount  or  number  of  employees  (direct  and  indirect  employees) 

O.  Square  feet 

Y.  Other(s)  or  more  than  one  basis  (Describe  on  a  continuation  sheet.) 

Z.  Pool  not  applicable 

Overhead  Pools  and  Allocation  Bases.  (Enter  for  each  tvoe  of  overhead  pool  one 
of  the  Allocation  Base  Codes  A  through  0  or  Y,  to  indicate  the  basis  for  allocating 
such  pool  of  expenses  to  Government  contracts  or  similar  cost  objectives,  i.e., 
allocsition  to  these  final  cost  objectives  without  any  intermediate  ellocations.  Enter 
Code  Z  in  those  blocks  for  types  of  pools  that  are  not  applicable  to  the  reporting 
unit;  however,  if  you  use  a  single  plant-wide  pool.  Lines  (b)  through  (n)  may  be  left 
blank.) 

Allocation 

Type  of  Pool  Base  Code 

(a)  Single,  plant-wide  pool  (If  an  entry  other  (  ] 

than  *Z*  is  made  here,  skip  to  Item  4.2.0) 

(b)  Manufacturing  (  ) 
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COST  ACCOUNTING  STANOARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  IV  -  INDIRECT  COSTS 


Item  OescrlDtion 


(c)  Engineering  i  I 

Id)  Manufacturing  and  Engineering  t  1 

(e)  Tooling  11 

(f)  Off-aite  or  out-plant  (geographical  pool)  .  (  1 

(g)  Field  Service  t  1 

(h)  Material  handling  I  1 

(i)  Departmental/shop  (  1 

(j)  Subcontract  administration  (  1 

(k)  Use  and  occupancy  I  ) 

(l)  Quality  control  (  1 

|m)  Fringe  benefits  11' 

(n)  Other  pools  (Enter  Code  Y  on  this  line  if  ,  [  1 

other  pools  are  used  and  identify  on  a 
continuation  sheet  each  such  pool  and  its 
Allocation  Base  Code.  If  no  other  pools 
are  used,  enter  Code  Z.) 

Reoortino  Unit's  G&A  Pools  and  Allocation  Bases.  (Enter  for  each  type  Of  G&A 

pool  one  of  the  Allocation  Base  Codes  A  through  O,  or  Y,  listed  on  Page _ to 

indicate  the  basis  for  allocating  G&A  to  Government  contracts  or  similar  cost 
obiectives,  I.e.,  allocation  to  thesa  final  cost  objectives  without  any  intermMiate 
allocations.  Entar  Code  Z  in  those  blocks  for  types  of  pools  that  are  not  apiplicable 
to  tha  reporting  unit;  however,  if  any  entry  other  thdn  *Z"  is  made  on  Line  (a),  (b), 
(c)  or  (d),  Linas  (a)  through  (n)  may  be  left  blank.) 

Allocation 

Type  of  Pool  BaaCodfl  * 

(a)  Single  G&A  pool  only  {  I 


(b)  Combined  with  single,  plant-wide 
overhead  pool 
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COST  ACCCX  WiNG  STANDARDS  BOARD 
CMSCIOSURE  STATEMENT 
1  REQUIRED  BV  PUBLIC  LAW  100-579 


PART  IV  -  INDIRECT  COSTS 


Item  Description 


<c)  Combined  with  manufacturing  overhead 
(d)  Combined  with  engineerihg  overhead 
Mora  Than  Qng  Pnai 
(a)  General  and  administrative 

(f)  Commercial  •  General  and  administrative 

(g)  Government  •  General  and  administrative 

(hi  Selling  or  marketing  expense 

(i)  Independent  research  and  development 
(IR&O)  costs 

(])  Bid  and  proposal  (B&P)  costs 

(k)  IR&O  and  B&P  costa 

(l)  Spares  administration 

(m)  Corporate  or  home  office  expense 

(n)  Other  pools  (Enter  Code  Y  on  this  line  If  other 
pools  are  used  and  Identify  on  a  continuation 
sheet  each  such  pool  and  its  Allocation  Base 
Code.  If  no  other  pools  are  used,  enter  Base 
CodeZ.) 


Service  canters  are  departments  or  other  functional  units  which  perform 
Ific  technical  and/or  administrative  services  for  the  benefit  of  other  uniu  within 


specific  tecnntca 
a  repotting  unit. 


CatBflQfV  COdfl 


reallocstibn  to  several  final  cost  obiectives,  referred  to  herein  as  Catego^  A  ,  and 
(ill  only  to  several  other  indireMcget  pools  (such  as  manufacturing  everfiead.pool, 
engineering  overh^  p<M  and  G&A  expense  pool)  for  subseouent  reallocation  to 
several  firill  cost  obiectives.  referred  to  herein  as  Category  . 
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PART  IV  •  INDIRECT  COSTS 


COST  ACCOUNTING  STANDARDS  BOARD 

DISCtOeURE  STATEMENT 

Required  by  public  lav=/  leo-s/g 


Item 


4.3.0 


Hem  Des 


Continued 


Rate  Code 


rates  to 
locate  on 


Some  service  centers  may  use  predetermined  billing  or  costing 
charge  or  aflocate  the  costs  (Rate  Code  A)  while  others  rrtay  charge  or  ail 
an  actual  basis  (Rate  Code  B). 

(Enter  in  Column  (1)  for  each  service  center.  Code  A  or  B  to  indicate  the 
category  of  pool.  Enter  in  Column  (2)  or>e  of  the  Allocation  Base  Codes  A  through 
0,  or  Y,  listed  on  Page  ,  to  indicate  the  basis  of  charging  or  allocating  service 
center  costs.  Enter  in~Cblumn  (3)  Rate  Code  A  or  B  to  describe  the  costing 
ntethod  used.  Enter  Code  Z  in  Column  (1)  only,  if  any  service  center  is  not 
applicable  to  the  reporting  unit.) 

Alloca¬ 
tion 

Category 
Code 

Service  Center 


Base 

C^e 


Rate 

Cgde 


(a)  Scientific  computer  (  )  (  ]  (  ] 

Operations 

(b)  Business  data  processing  (1  t  I  ( 

(c)  Photography  services  (1  [  I  ( 

(d)  Reproduction  services  (1  (1  ( 

(e)  Art  services  (  ]  (  )  ( 

(f)  Technical  typing  services  (  ]  (1  ( 

(g)  Communication  services  (  )  (  ]  ( 

(h)  Facility  services  (  ]  (  ]  ( 

(maintenance,  etc.) 

(i)  Auto  pool  services  (  ]  (  1  ■  I 

(j)  Company  aircraft  services  (  )  (  )  ( 

(k)  Wind  tunnels  (1  (  ]  ( 

(l)  Other  service  centers  (1  (  )  [ 

(Enter  Code  Y  on  this  line 
if  other  service  centers  are 
used  and  identify  on  a  con- 
I  tinuation  sheet  each  such 

I  service  center,  its  Category 

Code,  Allocation  Base  Code, 


COSTACCOUt^NG  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  IV  -  INDIRECT  COSTS 


Item  Description 

Continued 

and  Rate  Code.  If  no  other 
service  centers  are  used, 
enter  Code  Z.) 

Cn.st  (UndarahsorDtion  or 

This  item  is  directed  to  ascertaining  your  practice  in  special  situations 
where,  in  lieu  of  establishing  a  separate  indirect  cost  pool,  allocation  is 
made  from  an  established  overhead  or  G&A  pool  at  less  than  the  normal  full 
rate  for  that  pool.  The  term  less  than  full  rate*  below  applies  to  this  ^pe 
of  indirect  cost  allocation  practice.  The  term  does  ogi  apply  to  situations 
where,  as  In  some  cases  of  off-site  activities,  etc.^  a  separate  Indirect  cost 
pool  and  base  are  used  and  the  rate  of  such  activities  is  lower  than  the  'in- 
house*  rate. 

(For  each  of  the  transactions  or  costs  listed  below,  enter  one  of  the 
following  codes  to  indicate  your  indirect  cost  allocation  practice  with 
respect  to  that  transaction  or  cost.  If  Code  A,  Less  than  full  rate,  is 
entered,  describe  on  a  continuation  sheetthe  major  types  of  expenses  that 
are  covered  by  such  a  rate.  If  Code  B,  Full  rate,  is  entered,  identify  on  a 
continuation  sheet  the  pooKsI  reported  under  Items  4.1.0,  4.2.0  and  4.3.0 
which  are  applicable.  If  Code  C,  Combination  of  A  and  B,  is  entered, 
describe  on  a  continuation  sheet  the  applicable  expense  and  pool  data.) 


A.  Lest  than  full  rate 


C.  Combination  of  A  and  B 

D.  No  overhead  or  G&A  is  applied 


Z.  Transaction  or  cost  is  not 
applicable  to  reporting  unit 
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COST  ACCOUNTINQ  STANOAROS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  IV  -  INDIRECT  COSTS 


Hem 

No _ 

4.8.2 


_ Item  Descfiption _ 

Bid  end  Proposal.  B&P  costs  as  defined  in  FAR  31.205-18  or  other  pertinent 
procuremem  regulations,  as  revised,  are  treated  as  follows:  (Check  one.) 


A.  (  1  Same  as  IR&D  costs  as  checked  above 
Y.  (  I  Other  (Describe  on  a  continuation  sheet.) 
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COST  ACCOUNTING  STANDARDS  BOARD 

DISCLOSURE  STATa^ENT  PART  V  -  DEPRECIATION  AND  CAPITAU2ATION 

REQUIRED  BY  PUBLIC  LAW  100-679  PRACTICES 

Item 

No. 

Item  OescriDtion 

5.1.0 

Instructions  for  Part  V 

Dflorecjatino  Tangible  Asyts  for  Government  Contract  Costinp.  (For 
each  of  the  asset  categories  listed  on  Page  ,  enter  a  code  from  A 
through  G  in  Column  (1)  describing  the  metRod  of  depreciation  (Code  F 
for  assets  that  are  expensed);  a  code  from  A  through  E  in  Column  (2) 
describing  the  basis  for  determining  useful  life;  a  code  from  A  through  C 
in  Column  (3)  describing  how  depreciation  methods  or  use  charges  are 
applied  to  property  units;  and  a  (^e  A,  B  or  C  in  Column  (4)  indicating 
whether  or  not  residual  value  is  deduct^  from  the  total  cost  of 
depreciable  assets.  Enter  Code  Y  in  each  column  of  an  asset  category 
where  another  or  more  than  one  method  applies.  Enter  Code  Z  in 

Column  (1)  only,  if  an  asset  category  is  not  applicable.) 

Column  }1)--DeDraciation  Column  (21-Useful 

MBihgd  Cflda  Lift  Cade 

A.  Straight  Line  A.  U.S.  Treasury  Department  ’guide¬ 

line  llvet* 

6.  Declining  balance  B.  Replacement  experience 

C.  Sum-of-the  years  C.  Term  of  Lease 
digits  D.  Engineering  estimate 

0.  Machine  hours  £.  As  prescribed  for  use  charge  by 

E.  Unit  of  production  the  Office  of  Management  and 

F.  Expensed  at  Budget  Circular  No.  A-21 

acquisition  Y.  Other  or  more  than  one  method 

G.  Use  charge  (Describe  on  a  continuation 

Y.  Other  or  more  than  sheet.) 

one  mettiod  (Des¬ 
cribe  on  a  continua¬ 
tion  sheet.) 

Z.  Asset  cetegory  is  not 
applicable 

Colump  (^-.PfODerTv  Column  (41-Reaidual 

Units  Coda  Value  (^ode 

A.  Individual  units  are  A.  Residual  value  is  deducted 

eccoumed  for  B.  Residual  value  is  covered  by  the 

separately  depreciation  method  (e.g.,  de- 

B.  Applied  to  groups  of  dining  balance) 

assets  with  similar  C.  Residual  value  is  not  deducted 

servloe  lines  Y.  Other  or  more  than  one  method 

C.  Applied  to  groups  of  (Describe  on  a  continuation 

assets  with  varying  sheet.) 

service  lives 

Y.  Other  or  more  than  one 
method  (Describe  on  a 
continuation  sheet.) 
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COSTACXX)UNTING  STANDARDS  BOARD 
DtSOOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  V  •  DEPRECIATION  AND  CAPITAUZATION 
_ PRACTICES _ 


Itsm 

_ 


Item  Descflptlon 


5.1.0 


5.2.0 


Continued 
Asset  Cateoorv 


Depreciation 

Method 

Code 

m 


Useful 

Life 

Code 

121 


Property 

Units 

Code 

121 


(a) 

(b) 

(c) 

(d) 

(e) 

(f) 


li!) 

(I) 


Lartd  Improvements 
Buiidinp 

Buiiding  improvements 
Leasehold  improvements 
Machinery  and  equip- ' 
ment 

Furniture  and  fixtures 
Automobiies  artd  trucics 
Data  processing  equip¬ 
ment 

Programming/repro¬ 
gramming  costs 
Patterns  and  dies 
Tools 

Other  depreciable  asset 
categories  (Enter  Code  Y 
on  this  line  if  other  asset 
categories  are  used  and 
enumerate  on  a  continuation 
sheet  each  such  asset 
category  and  the  applicable 
codes.  Otherwise  enter 
Code  Z.) 


Residual 

Value 

Code 

Ml 

I  ] 

(  1 
(  1 

-It- 


I  I 

I  ] 

I  ] 

I  1 


Deoreciatjon  Practices  for  Costing.  Financial  Accountlno.  and  Income  Tax. 
depreciation  practices  the  same  for  costing  Government  contracts  as  for 
financial  accounting  and  income  tax?  (Check  orw  block  on  each  line  under 
Financial  Accounting  and  Income  Tax.  Educational  institutions  and  not-for- 
profit  organizations  need  not  complete  this  item.) 


Are 


Financial  Accounting 


(a) 

Methods 

(b) 

Useful  lives 

(c) 

Property  units 

(d) 

Residual  values 

A.  YfiS  B.  lla 
11  M 

11  M 

(1  U 

I  I  M 


FORM  CAoB  DS-1  (REV  3/92) 


Federal  Register  /  Vol.  57.  No.  75  f  Friday.  April  17. 1992  /  Rules  and  Regulations 


PART  V  •  DEPRECIATION  AND  CAPITAUZATION 

PRACTiCeS 


ligffl  Dcscfipjion 


Income  Tax 

A. 

B.  dfi 

(e) 

Methods 

I  1 

(  1 

(f) 

Useful  lives 

(  1 

(  1 

(g) 

Property  units 

(  1 

(  1 

(h) 

Residual  values 

(  1 

(  1 

Fully  Depredated  Assets.  Is  a  usage  charge  for  fully  depreciated  assets 
charged  to  Government  contracts?  (Check  one.  If  Yes,  describe  the  basis  for 
the  charge  on  a  continuation  sheet.) 


(  )  Yes  B. 


I  )  Not  applicable 


checked,  expi 


I  appropriate  block(s)  and  if  more  than  one  is 


lain  on  a  continuation  sheet.) 


A. 

( 

I 

Credited  or  charged  currently  to  the  same  overhead  or  G&A 
pools  to  which  the  depreciation  of  the  assets  was  charged 

B. 

( 

) 

Taken  into  consideration  in  the  depreciation  cost  basis  of  the 
new  items,  where  trade-in  is  involved 

C. 

( 

1 

Not  accounted  for  separately,  but  reflected  in  the 
depreciation  reserve  account 

0. 

( 

1 

Credited  or  charged  to  Other  (Miscellaneous)  Income  and 
Expense  accounts 

Y. 

I 

1 

Other(s)  (Describe  on  a  continuation  sheet.) 

z. 

[ 

] 

Not  applicable 

Capittllzatlon  or  Expensing  of  Specified  Costs.  (Check  one  block  on  each  line 
to  indicate  your  practices  regarding  capitalization  or  expensing  of  specified 
costs  incurred  in  connection  with  capitai  assets.  If  the  same  specif  cost  is 
sometimes  expensed  and  sometimes  capitalized,  check  both  blocks  and 
describe  on  a  continuation  sheet  the  circumstances  when  each  method  is  used.) 

£qs1  a.  Expensed  B.  capitalized 

(a)  Freight-in  (  ]  (  J 

(b)  Installation  costs  I  )  (I 
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T  ACCOUNTING  STANDARDS  BOARD 

OtSCLOSURE  STATEMENT  PART  V  -  DEPRECIATION  AND  CAPITALIZATION 

IQUIRED  BY  PUBLIC  LAW  1 00-679  PRACTICES 

Item 

No. 

Item  Descrlotion 

5.5.0 

5.6.0 

5.7.0 

Continued 

Cfl&l  A.  Expensed  B.  CafliialiZfld 

(c)  Seles  taxes  (  ]  [1 

(d)  Excise  taxes  (1  (1 

(e)  Architect-engineer  fees  |  1  I  ] 

(f)  Overhauls  (extraordinary  (  ]  (1 

repairs) 

(g)  Major  modification  or  (  ]  (I 

betterments 

Criteria  for  Caoitalization.  (Enter  (a)  the  minimum  dollar  amount  of  exoenditures 
for  acquisition,  addition,  alteration  and  improvement  of  depreciable  assets 
capitalized,  and  (b)  the  minimum  number  of  expected  life  years  of  capitalized 
assets. 

If  more  than  one  dollar  amount  or  number  applies,  show  the  information  for  the 
majority  of  your  depreciable  assets,  and  enumerate  on  a  continuation  sheet  the 
dollar  amounts  and/or  number  of  years  for  each  category  or  subcategory  of 
assets  involved  which  differ  from  those  for  the  majority  of  assets.) 

(a)  Minimum  dollar  amount 

(b)  Minimum  life  years 

Grouo  or  Mass  Purchase.  Are  qrouo  or  mass  ourchases  (initial  comolementl  of 
similar  items,  which  individually  are  less  than  the  capitalization  amount 
indicated  above,  capitalized?  (Check  one.) 

A.  M  Yes  B.  (  )  No 
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H 

Hem  Detcriotion 

6.1.0 

6.1.1 

6.1.2 

6.2.0 

Method  of  ^hafplno  ent^  Crediting  VacatiofL  Holldy.  and  SjcjLPav,  (Check 
the  appropriate  block(s)  in  each  column  of  Items  6.1.1  and  6. 1 .2  to  indicata 
the  method  used  to  charge,  or  credit  any  unused  or  unpaid  vacation, 
holiday,  or  sick  pay  for  direct  and  indirect  labor.  If  more  than  one  method 
is  checked,  explain  on  a  continuation  sheet.) 

Direct  Labor  Indirect  Labor 

Charges  111  121 

A.  When  accrued  (1  [  ) 

(earned) 

B.  Whan  taken  (  )  (  ] 

Y.  Othar(s)  (1  11 

(Describe  on  a 
continuation  sheet.) 

Cr^lts  for.  Unused  or  Unoaid  Vacation. 

hg]nlaY>  gt  Sick  fay 

A.  Credited  to  Government  contracts  [  ]  1  I 

at  least  once  annually 

8.  Credited  to  indirect  cost  pools  (I  I  I 

at  least  once  annually 

C.  Credited  to  Other  (Miscellaneous)  (1  (  ) 

Income 

D.  Not  credited  II  I  I 

Y.  Other(s)  (Describe  on  a  I  1  (1 

continuation  sheet.) 

SuDolemental  Unemolqvm^t  (Extended  Layoff)  Benefit  Plyis.  Costs  of 
such  plans  are  charged  to  Government  contracts:  (Check  the  appropriate 
btockis)  and  if  mors  than  ona  is  checked,  explain  on  a  continuation  sheet.) 

A.  I  ]  Whan  actual  payments  are  made  directly  to  employees 

B.  {  I  When  accrued  (book  accrual  or  funds  set  aside  but  no  trust  fund 

involved) 

C.  I  I  When  contributions  are  made  to  a  nonforfeitable  trust  fund 

D.  I  1  Not  charged 

Y.  (  I  Other(s)  (Describe  on  a  continuation  sheet.) 

2.  (  I  Not  applicable 

FORM  CASB  OS-1  (RtV  3/92) 
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COSTACCOUflTlNG  STANDARDS  BOARD 
disojOsure  statement 

REQUIRED  BY  PUBUC  LAW  100-679 


Item 

iia— 


6.3.0 


6.4.0 


6.S.0 


PART  VI  •  OTHER  COSTS  AND  CREDITS 


Item  Descflptlon 


Severance  Pav  and  Early  Itotirament.  Costs  of  normal  turnover  severance 
pay  and  early  retirement  incentive  plans,  as  defined  in  FAR  31.205-6  or 
other  pertinent  procurement  regulations,  which  are  charged  directly  or 
indirectly  to  Government  contracts,  are  based  on:  (Check  the  appropriate 
block(s)  and  if  more  than  one  is  checked,  explain  on  a  continuation  sheet.) 

A.  {  1  Actual  payments  made 

B.  I  I  Accrued  amounts  on  the  basis  of  past  experience 

C.  - L-J  Not  charged 

Y.  (  I  Other(s)  (Describe  on  a  continuation  sheet.) 

Z.  (  I  Not  applicable 

Incidental  Receipts.  (Check  the  appropriate  block(s)  to  indicate  the  method  used 
to  account  for  receipts  from  renting  real  and  personal  property  or  selling  services 
when  related  costs  have  been  charged  to  Government  contracts.  If  more  than  one 
is  checked,  explain  on  a  continuation  sheet.) 

A.  (  )  The  entire  amount  of  the  receipt  is  credited  to  the  same 
indirect  cost  pools  to  which  related  costs  have  been  charged 

8.  (  1  The  amount  of  the  receipt,  less  an  allowance  for  profits,  is 
credited  to  the  same  indirect  cost  pools  to  which  related  costs 
have  been  charged;  the  profits  are  credited  to  Other 
(Miscellaneous)  Income 

C.  (  )  The  entire  amount  of  the  receipt  Is  credited  directly  to  Other 
(Miscellaneous)  Income 

y.  (  1  Other(s)  (Describe  on  a  continuation  sheet.) 

Z.  (  1  Not  applicable 

Process  from  toplovae  Welfa'^  Aritlylfjggi  Employee  welfare  acti 
aH  of  those  activities  set  forth  In  FAR  31.205-13  or  other  peninent 

practic 

fian  one  is  checked. 


activities  include 
procurement 


regulations.  (Check  the  appropriate  block(s)  to  indicate  the  practice  followed  in 
accounting  for  the  proceeds  from  such  activities.  If  more  the 
explain  on  a  continuation  sheet.) 


A.  (  ) 

6.  I  1 
C.  [  I 


Proceeds  are  turned  over  to  an  employee-welfare  organization 
or  fund;  such  proMeds  are  reduced  by  all  applicable  costs  such 
as  dapreciation,  heat,  light  and  power 

Same  as  above,  except  the  proceeds  are  not  reduced  by  all 
applicable  costs 

Proceeds  are  credited  at  least  once  annually  to  the  appropriate 
indirect  cost  pools  to  which  costs  have  been  charged 
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COSTACCOUNTa^  STANDARDS  BOARD 
DtSCtOSURE  STATEMENT 

REQUIRED  BY  f-UBUC  l/,W  1Cie79 


Item 

fto. 


PART  VI  -  OTHER  COSTS  AND  CREDITS 


Item  Descrlction 


Proceeds  are  credited  to  Other  (Miscellaneous)  Income 
Other(s)  (Describe  on  a  continuation  sheet.) 

Not  applicable ' 


FORM  CASBDS-1  (RsV  M?) 


COST  ACCOUNTING  STANDARDS  BOARD 

DISCLOSURE  STATEMENT  PART  VII--DEFERRED  COMPENSATION 

REQUIRED  BY  PUBUC  LAW  100-679  AND  INSURANCE  COSTS 


ITEM  DESCRIPTION 


Instructions  for  Part  VII 

This  part  covers  pension  costs  and  certain  types  of  deferred 
incentive  compensation  and  insuraiKe  costs.  Some  organizations  may 
record  all  of  these  costs  at  the  corporate  or  home  office  level,  while 
others  may  record  them  at  subordinate  organization  levels.  Still  others 
may  record  a  portion  of  these  costa  at  the  corporate  or  home  office  level 
ana  the  balance  at  subordinate  organization  levels.  Reporting  uniu, 
therefore,  should  obtain  the  necessary  information  from  the 
organizational  level  at  which  such  costs  are  recorded. 

Pension  Costs.  The  actuarial  terms  used  in  this  item  are  defined  in 
55S31f5TW  CFR  Chapter  99). 

Pension  Plans  Charged  to  Government  Contracts.  Does  your  organization 
have  one  or  more  pension  plans  whose  costs  are  charged  to  Government 
Contracts?  (Check  one.) 

A.  I  ]  Yes  (If  Yes,  list  each  such  plan  on  a  continuation  sheet. 

Indicate  the  approximate  number  aiHl  type  of  employees  covered  by  each 
plan  and  whether  the  plan  is,  or  is  rrot,  qualified  under  Internal  Revenue 
Service  criteria.  Complete  Items  7.1.2  through  7.1.9  for  the  three  plans 
coverlrtg  the  greatest  number  of  employees  whose  pension  costs  are 
charged  to  Government  contracts.) 

B.  (  1  No  (If  No.  skip  to  Item  7.2.0.) 

Extant  of  Funding.  (Check  one  block  for  each  plan.  In  the  event  the 
amount  funded  for  each  plan  is  different  from  the  amount  charged  on  the 
books  of  account,  describe  the  difference  on  a  continuation  sheet.) 


A.  Normal  costs  only 


on  post  or  prior  service 
costs 

C.  Normal  costs  plus  an 
amortized  portion  of  past 
or  prior  service  costs 

Y.  Other  (Describe  on  a 
continuation  sheet.) 

Z.  Not  applicable 


Plan  1 

Plan  II 

Plan  III 

(  I 

(  1 

(  I 

(  1 

(  1 

(  1 

(  1 

(  1 

(  1 

I  ) 

(  1 

I  ) 
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RfcOUIP.ED  BY  fHJBUC  LfW  100-679  I  _ AMD  IHSUFa^CE  COSTS 


[rb. 


7.1.3  Actuarial  Cost  Method.  (Chack  on«  block  for  each  plan  to  show  the 

method  used  to  compute  normal  and  past  or  prior  service  costs.) 


Plan  1 

Plan  II 

Plan  III 

A.  Accrued  benefit  cost  (  ] 

(  ) 

I  ) 

8.  Aggregate  (  | 

(  1 

(  1 

C.  Attained  age-initial  (  ) 

liability  frozen 

(  1 

(  1 

0.  Attained  age-initial  (  ] 

liability  not  frozen 

E.  Entry  age-initial  (  ] 

liability  frozen 

(  1 

(  1 

F.  Entry  age-initial  {  1 

liability  rrat  frozen 

G.  Individual  level  premium 

(  1 

(  ] 

Y.  Other  (Describe  on  a  (  ] 

continuation  sheet.) 

1  ) 

1  1 

Z.  Not  applicable  (  ) 

(  ) 

1  1 

Frequency  of  Actuarial  Reevaluations.  (Check  one  block  for  each  plan.) 

Plan  III 
(  1 
(  1 
(  I 
(  I 

(  1 


Plan  1 

Plan  II 

A.  Annually 

(  1 

I  I 

6.  2-3  years 

[  1 

I  1 

C.  4-5  years 

I  1 

I  1 

Y.  Other  (Describe  on 
a  continuation  sheet.) 

(  1 

(  1 

Z.  Not  applicable 

(  ] 

(  1 
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PART  VII -DEFERRED  COMPENSATION 

AND  INSURANCE  COSTS 

Hi 

(TEM  DESCRIPTION 

7.1.5  Criteria  for  Chanoinp  Aquarial  Computatipns  and  Assumqtioni. 
(Describe  on  a  continuation  sheet  your  criteria  for  determining  when 
actuarial  assumptions  and  computations  for  your  funded  plants)  are 
changed.) 

7.1.6  Amortization  of  Past  or  Prior  Service  Costs.  (Checic  one  block  for  each 
plan  to  show  the  period  over  which  past  or  prior  service  costs  are 
amortized.) 


Plan  1 

Plan  II 

Plan  III 

A.  10  years  of  less  (  ] 

{  1 

(  1 

B.  11-20  years  (  ] 

I  1 

(  1 

C.  21-40  years  (  ) 

[  1 

1  1 

Y.  More  than  one  amortization  (  ] 
schedule  (Describe  on  a 
continuation  sheet.) 

(  1 

(  1 

Z.  Not  applicable  1  ] 

(  1 

(  1 

7.1.7  Adjustment  for  Actuarial  Gains  and  Losses.  (Check  one  block  for  each 

plan  to  show  the  period  for  which  costs  are  adjusted  for  actuarial  gams 
and  losses.  If  actuarial  losses  for  a  plan  are  treated  differently  from 
actuarial  gains,  describe  the  difference  on  a  continuation  sheet.) 

Plan  III 

I  ) 


t  1 
(  ) 


(  I 


I  I 


FORM  CASB  OS-1  (REV  3/92)  30 


Plan! 

Plan  II 

A.  Adjustment  of  past 
service  costs 

B.  Adjustment,  of 
current  year's  costs 

C.  Adjustment  of  future 
years'  costs 

(  ] 

(  ) 

(  I 

(  1 

(  1 

(  1 

Y.  Other  (Describe  on  a 
continuation  sheet.) 

(  1 

(  ) 

Z.  Not  applicable 

(  1 

(  1 

t 

i; 
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Ttim  I 


7.1 


ITEM  DESCRIPTION 


.8  UfifealiMd  Galna  and  Losses.  Do  the  actuarial  gains,  and  losses  reported 

in  Item  7.1.7  above  irtclude  uruealised  gains  and  losses?  (Check  one 
block  for  each  plan.  If  Yes  is  checked,  describe  the  method  of 
recognition  of  such  gains  and  losses  on  a  continuation  sheet.) 


Rani 

Ran  11 

Ran  III 

A.  Yes 

(  1 

,[  J 

(  1 

B.  No 

I  I 

(  1 

(  I 

Z.  Not  applicable 

[  1 

(  1 

1  1 

7.1.9  A,mortization  of  Actuarial  Gains  and  Losses.  (Check  one  block  for  each 

plan  to  show  the  period  over  which  actuarial  gains  and  losses  are 
amortized.  If  the  amortization  of  actuarial  losses  for  a  plan  is  treated 
differently  from  the  amortization  of  actuarial  gains,  describe  the 
difference  on  a  continuation  sheet.) 


Ran  1 

Ran^ll 

Ran  III 

A.  10  years  or  less 

(  1 

t  I 

I  1 

6.  11-20  years 

(  1 

r  1 

(  1 

C.  More  than  20  years 

{  I 

(  1 

{  1 

Y.  Other  (Describe  on  a 
continuation  sheet.) 

I  ) 

(  ) 

(  I 

Z.  Not  applicable 

(  1 

.  *  • 

I  1 

7.2.0  Deferred  Incentive  Comnansatlon  Charoed  to  GoverBBMWtlCont^cts. 

7.2.1  Deferr^  Incense  Comnense^ion  Does  your  oroanization  award 

deferred  incentive  compensation  (i.e.,  profit  sharing,  stock  bonus,  etc.) 
which  is  charged  to  (kwernment  contracts?  (ChecK  one.) 

A.  {  )  Yes  (If  Yes  Is  checked,  list  each  plan  by  name  or  title  on 

a  continuation  sheet  and  show  tne  approximate  number 
artd  type  of  employees  covered.  Complete  hems  7.2.2  ary) 
7.2.3  for  the  three  plana  covering  the  greatest  number  of 
employees  whose  deferred  incentive  compensation  cost  is 
charged  to  Government  contracts.) 

B.  (  )  No  (If  No  is  checked,  skip  to  Item  7.3.0.) 
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7.3.0 

7.3.1 


7.2.2 

Qualification  of  Plan.  (Check  one  block  for  each  plan. 

Rani  Plan  II 

Plan  III 

A.  Qualifies  under  sec-  {  ]  [  ) 

tion  401(a)  Of  the  irv- 
temal  Revenue  Code,  > 

as  amended  or  redesignated 

(  ) 

8.  Does  not  qualify  (1  (  ] 

under  section  401  (a) 
of  the  Internal  Revenue 

Coda,  as  amended  or  re¬ 
designated 

1  ] 

7.2.3 

Method  of  Charflino  Costa  to  Government  Contracts. 

(Check  one  block 

COST  ACCOUNTING  STANDARDS  BOARD 
DISCUISURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  VU-DEFERRED  COMPENSATION 
_ AND  INSURANCE  COSTS 


ITEM  DESCRIPTXX 


Rani 

Ran  II 

Ran  III 

Whan  accrued 

{  I 

(  I 

(  ) 

When  contributions 
are  made  to  a  trust 
fund 

(  I 

(  ) 

(  1 

When  paid  directly  to 
employees 

(  1 

t  I 

I  1 

When  ether  "non¬ 
qualified*  payments 
are  made 

1  ] 

(  1 

(  1 

Other  or  more  than 
one  method  (Describe 

(  ) 

(  1 

{  1 

on  a  continuation  thaat.) 

Emptovee^rouD  Iwurance  Charoad  to  Govprpment  ContraMa.  Includes 
coverage  for  Ufa.  hospital,  surgical,  medical,  tong-term  disability, 
accident  etc.) 

Method  of  ProyMIno  Insurance.  (Check  one.) 

A.  (  ]  All  by  purchase 

8.  (  )  All  self-insured  (If 
cheeked,  skip  to  Item 
7.4.0.) 


C.  (  ]  Combination  of  A  and  8  above 
(Describe  on  a  continuation 
sheet.) 

Z.  (  ]  Not  applicable  (If  checked, 
skip  to  Item  7.5.0.) 
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(Check  one.) 


A.  (  )  Retrospective  rating  (also  called  experience  rating  plan  or  retention 

plan) 

B.  (  1  Manually  rated 

Y.  (  1  Other  or  more  than  one  type  (Describe  on  a  continuation  sheet.) 

TreatmOTt  of  Earned  Refunds  and  Diyidends  from  Purchased  Insurance 
Plans.  Refunds  are  also  called  experience  rating  credits  or  retroactive 
rating  credits.  All  earned  refunds  and  dividends  allocable  to  Government 
contracts:  (Check  one.) 

A.  (  )  Are  credited  directly  or  indirectly  to  contracts  in  the  policy 

year  earned,  in  the  seme  manner  as  the  premiums  are  charged 

B.  I  1  Are  credited  directly  or  indirectly  to  contracts  in  the  year  received 

in  the  same  manrter  as  the  premiurrts  are  charged,  rwt  rtecessarily 
in  the  year  earned 

C.  [  ]  Which  are  estimated  to  be  received  in  the  future  are  accrued  each 

year,  as  applicable,  to  currently  reflect  the  net  annual  cost  of  the 
msurartce 

O.  [  ]  Or  portions  thereof  are  not  credited  or  refurtded  to  the  contractor 
each  year  and  are  retained  by  the  carriers  as  reserves.  (If  D  is 
checked,  describe  on  a  continuation  sheet  (i)  the  purposes  of  the 
reserves,  other  than  ’claims  reserves*  retairied  by  carriers  and  (ii) 
vtrhether  such  reserves  are  refundable  on  call  or  upon  termination 
of  the  policies,  ciauses,  or  auxiliary  agreements  which  provide  for 
reserve  retentions.) 

Y.  (  ]  Other  or  rrwre  than  one  method  (Describe  on  a  continuation  sheet.) 
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AND  INSURANCE  COSTS 


ITEM  DESCRIPTION 


(Check  one.) 


A.  (  1  Plans  provide  that  employees  contribute  fixed  amount,  employer  is 

responsible  for  balance 

B.  (  I  Plans  provide  for  fixed  percentage  participation  by  both 

employer  and  employee 

Y.  (  ]  Other  or  more  than  one  method  (Describe  on  a  continuation  sheet.) 

Z.  (  1  Not  applicable 


A.  (  1  Employees  do  not  participate  in  refunds  and  dividends  unless 

employer's  contribution  is  less  than  the  refunds  and  dividends 

B.  (  1  Employees  share  in  refurufs  and  dividends  in  the  same  fixed 

amount  or  percentage  ratio  as  their  contributions  to  premium  costs 

C.  (  1  Employees  do  not  share  in  refunds  and  dividends 

Y.  (  1  Other  or  more  than  one  method  (Describe  on  a  continuation  sheet.) 

Z.  (  1  Not  applicable 

Self-Insurance  Proorams  (Employee  Group  Insurance).  Costs  of  the  self- 
insurance  programs  are  charged  to  Government  contracts;  (Check  one.) 

A.  (  1  When  accrued  (book  accrual  only) 

B.  (  )  When  contributions  are  made  to  a  nonforfeitable  fund 

C.  [  1  When  contributions  are  made  to  a  forfeitable  fund 
0.  (  1  When  the  benefits  are  paid  to  employees 

E.  (  I  When  amounts  are  paid  to  an  employee  welfare  plan  or  union 

Y.  (  1  Other  or  more  than  one  method  (Describe  on  a  continuation  sheet.) 

Z.  I  1  Not  applicable 
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retrotpacth/elv  ratad  workmen's  comperuation  end  liability  insurance 
policies,  end  dividends  and  deposit  refunds  under  casualty  insurance 
policies,  are:  (Check  one.) 

A.  (  1  Credited  directly  or  indirectly  to  Government  contracts  in  the 

year  earned 

B.  [  1  Credited  directly  or  indirectly  to  Governnnent  contracts  in  the 

year  received,  not  necessarily  in  the  year  earned 

C.  (  1  Accrued  each  year,  as  applicable,  to  currently  reflect  the  net 

annual  cost  of  the  insurance 

D.  (  ]  Not  credited  or  refunded  to  the  contractor  but  are  retained  by 

the  carriers  as  reserves 

Y.  (  I  Other  or  more  than  one  method  (Describe  on  a  continuation  sheet.) 

Z.  (  ]  Not  applicable 


7.6.1 

Workmen's  Compensation  and  Liabilitv.  Costs  of  such  self-insurance 
programs  are  charged  to  Government  contracts:  (Check  one.) 

A.  1 

]  When  claims  are  paid  or  losses  are  incurred  (no  provision  for 
reserves) 

B.t 

]  When  provisions  for  reserves  are  recorded  based  on  the  present 
value  of  the  liability 

C.  1 

I  When  provisions  for  reserves  are  recorded  based  on  the  full  or 
undiscounted  value,  as  contrasted  with  present  value,  of  the 
liability 

D.( 

)  When  funds  are  set  aside  or  contributions  are  made  to  a  fund 

Y.| 

1  Other  or  more  than  one  method  (Describe  on  a  continuation  sheet.) 

Z.  1 

1  Not  applicable 
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COST  ACCOUNTiNQ  STANDARDS  BOARD 

DtSCtOSURE  STATEMENT  PART  VII  -DEFERRED  COMPENSATION 

required  by  public  law  1 00  679  AND  INSURANCE  COSTS 

Item 

No. 

ITEM  DESCRIPTION 

7.6.2 

Casualty  Insurance.  Costs  of  such  self-insurance  oroarams  are  charaed 
to  Government  contracts:  (Check  one.) 

A.  (  1  When  losses  are  incurred  (no  provision  for  reserves) 

B  (  ]  When  provisions  for  reserves  are  recorded  based  on  replacement 
costs 

C.  (  1  When  provisions  for  reserves  are  recorded  based  on  reproduction 

cost  new  less  observed  depreciation  (market  value)  excluding  the 
value  of  land  and  other  indestructibles 

D.  (  1  Losses  are  charged  to  retained  earnings  with  no  charge  to 

contracts  (no  provision  for  reserves) 

Y.  I  1  Other  or  more  than  one  method  (Describe  on  a  continuation 

sheet.) 

Z.  (  )  Not  applicable 

FORM  CASB  OS-1  (REV  3/92)  36 
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COST  ACCOUNTING  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 

REQUIRED  BY  PUBUC  UW  100-679 


PART  Vlll-CORPORATE  OR  GROUP  EXPENSES 


Sales  data  for  this  part  should  cover  the  most  recently  completed  fiscal  year. 
For  a  corporate  (home)  office,  such  data  should  cover  the  entire  corporation. 

For  a  group  office,  they  should  cover  the  subordinate  organizations  managed  by 
that  group  office.  'Government  Sales*  includes  sales  under  both  prime 
contracts  and  subcontracts. 


(Check  one.) 


A.  (  ]  Less  than 
•  50  million 

C.  (  ]  HOVIZOO 
million 

E.  (  ]  $501  million* 
•1  billion 


B.  (  ]  $50-$100 
jnillion 

0.  {  ]  •201-ISOO 
million 

F.  (  I  Over  11  billion 


A.  (  ]  Less  then  5% 

C.  I  I 

E.  I  1  Sl%*80% 


B.  (  ]  5%  *10% 
D.  (  1  26%*50% 
F.  (  1  Over  80% 


For  classlficction  purposes,  three  methods  of  allocation  are  defined:  (I) 
Directly  Chargeable-thoM  expenses  that  are  charged  to  specific  corporate 
segmems  for  centrally  performed  or  purchased  services;  (ii)  Separately 
Allocated-those  individual  or  groups  of  expenses  which  are  allocated  only  to  a 
limited  group  of  corporate  segments;  and  (iii)  Overall  Allocatior>-the  remaining 
expenses  which  are  allocated  to  all  or  most  corporate  s^ments  on  an  overall 
basis.  Corporate  segments,  as  used  here,  refer  to  divisions,  product 
departments,  plants,  or  profit  centers  of  a  corporation  with  production  and, 
usually,  profit  responsibility,  reporting  to  corporate  headquarters  directly  or 
through  intermediate  organizations.  The  term  includes  Government-owned, 
contractor-operated  (GOCO)  plants,  foreign  operations,  subsidiary  corporations 
and  Joint  ventures. 


COST  ACCOUNTING  STANDARDS  BOARD 

DISCLOSURE  STATB4ENT  PART  Vlll-CORPORATE  OR  GROUP  EXPENSES 

REQUIRED  BY  PUBUC  LAW  100-679 


Item  ! 

No,  _ Item  Description 


A. 

Sales 

1. 

Machine  hours 

B. 

Cost  of  Sales 

J. 

Usage 

C. 

Cost  input  (direct  material. 

K. 

Unit  of  product 

direct  labor,  other  direct 

L. 

Direct  material  cost 

costs  and  applicable  overhead) 

M. 

Total  payroll  dollars  (direct 

D. 

Total  cost  incurred  (cost 

and  indirect  employees) 

input  plus  G&A  expenses) 

N. 

Headcount  or  number  of 

E. 

Prime  cost  (direct  material. 

employees  (direct  and  indirect 

direct  labor,  and  other  direct 

employees) 

costs 

0. 

Square  feet 

F. 

Processing  or  conversion  cost 

Y. 

Other  or  more  than  one  basis 

(direct  labor  and  applicable 

(Describe  on  a  continuation  . 

overhead) 

sheet) 

G. 

Direct  labor  dollars 

H. 

Direct  labor  hours 

(Enter  the  type  of  expenses  or  the  name  of  the  expense  pooKs)  and  one  of  the 
Allocation  Base  Codes  A  through  0,  or  Y,  to  indicate  the  basis  of  allocation. 
Use  a  continuation  sheet  if  additional  space  is  required.) 
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COST  ACCOUNTING  STANOAROS  BOARD 
OtSCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 

PART  Vlll-CORPORATE  OR  GROUP  EXPENSES 

Item 

No. 

Item  DescflDiion  I 

8.3.3 

(a) 

(  1 

(b) 

I  1 

(cl 

(  I 

(d) 

I  1 

(a) 

I  1 

8.4.0 

Major  Tvoes  of  Exoense.  (For  each  oool  reoortad  In  Items  8.3.1.  8.3.2  and 

8.3.3,  list  on  a  continuation  sheet  the  major  functions,  activities,  and  elements 
of  cost  included.) 

8.S.0 

Allocation  Base.  (For  each  Allocation  Base  used  in  Items  8.3.2  and  8.3.3. 
describe  on  a  continuation  sheet  the  makeup  of  the  base:  for  example,  if  direct 
labor  dollars  are  used,  are  overtime  premium,  fringe  benefits,  etc.,  included?) 

8.6.0 

Overall  Allocation.  Are  exoenses  in  this  cateoorv.  Item  8.3.3.  allocated  to  all 
corporate  segments?  (Check  one.  If  No  is  checked,  list  on  a  continuation  sheet 
the  names  of  excluded  corporate  segments  and  the  reasons  for  their  exclusion 
from  the  allocation.) 

A.  (  1  Yes 

B.  1  1  No 

8.7.0 

Transfer  of  Exoenses.  Are  there  normallv  transfers  of  axoenses  from  coroorate 
segments  to  corporate  or  group  office?  (Check  one.  If  Yes  is  checked,  identify 
on  a  continuation  sheet  the  classifications  of  expense,  the  names  of  the 
corporate  segments  incurring  the  expense,  end  the  corporate  or  group  office 
pools  in  which  the  expenses  are  included.) 

A.  1  )  Yes 

B.  1  1  No 

8.8.0 

Fixed  Manaoement  Charoes.  Are  fixed  amounts  of  exoenses  charged  to  anv 
corporate  segments  in  lieu  of  a  prorata  or  allocation  basis?  (Check  one.  If  Yes 
is  checked,  list  on  a  continuation  sFieet  the  names  of  such  corporate  segments 
and  tha  basis  for  making  fixed  management  charges.) 

A.  M  Yes  B.  I  1  No 


FORM  CASB  DS-1  (REV  3/92) 
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COST  ACCOUfiTS^  STANDARDS  BOARD 
DISCLOSURE  STATEMENT 
REQUIRED  BY  PUBUC  LAW  100-679 


PART  Vlll-CORPORATE  OR  GROUP  EXPENSES 


Item  Description 


Governtnant  Owned/Contractor  Operated  (GOCQl  Plants.  Are  corporate  or 
group  office  expanaea  allocated  to  GOCO  planta?  (Check  one.  If  Yea  ia 
checked,  deacribe  on  a  continuation  aheet  the  typea  of  expanaea  involved  and 
the  method  of  allocation.) 


B.  (  ]  No 


Z.  t  1  Not  applicable 
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Subpart  9903.3 — CAS  Rules  and 
Regulations 

9903.301  OefinMons. 

The  definitions  set  forth  below  apply 
to  this  chapter  99. 

Accrued  benefit  cost  method.  See 

9904.412- 30. 

Accumulating  costs.  See  9904.401-30. 
Actual  cash  value.  See  9904.416-30. 
Actual  cost.  See  9904.401-30  for  the 
broader  definition  and  9904.407-30  for  a 
more  restricted  definition  applicable 
only  to  the  standard  on  the  use  of 
standard  costs  for  direct  material  and 
direct  labor. 

Actuarial  assumption.  See  9904.412-30 
or  9904.413-3a 

Actuarial  cost  method.  See  9904.412- 
30  or  9904.413-30. 

Actuarial  gain  and  loss.  See  9904.412- 
30  or  9904.413-30. 

Actuarial  liability.  See  9904.412-30  or 

9904.413- 3a 

Actuarial  valuation.  See  9904.412-30 
or  9904.413-30. 

Allocate.  See  9904.402-30. 9904.403-30. 

9904.406- 30,  9904.410-30.  9904.411-30. 

9904.418- 30  or  9904.420-30. 

Asset  accountability  unit.  See 

9904.404-30. 

Assignment  of  cost  to  cost  accounting 
periods.  See  9903.302-l(b). 

Bid  and  proposal  fB&PJ  cost.  See 
9904.420-3a 

Business  unit.  See  9904.410-30, 

9904.411- 30  or  9904.414-30. 

CAS-covered  contract,  as  used  in  this 

part,  means  any  negotiated  contract  or 
subcontract  in  which  a  CAS  clause  is 
required  to  be  included. 

Category  of  material.  See  9904.411-30. 
Change  to  a  cost  accounting  practice. 
See  9903.302-2. 

Compertsated  personal  absence.  See 

9904.406- 3a 

Cost  accounting  practice.  See 
9903.302-1. 

Cost  input  See  9804.410-30. 

Cost  objective.  See  9904.402-30. 

9904.406- 3a  9904.410-30  or  9904.411-30. 
Cost  of  capital  committed  to  facilities. 

See  9904.414-30. 

Currently  performing,  as  used  in  this 
part  means  that  a  contractor  has  been 
awarded  a  contract  but  has  not  yet 
received  notification  of  final  acceptance 
of  all  supplies,  services,  and  data 
deliverable  under  the  contract  (including 
options). 

Deferred  compensation.  See  9904.415- 
30. 

Defined-benefit  pension  plan.  See 

9904.412- 30 

Defined-contribution  pension  plan. 

See  9904.412-30. 

Direct  cost  See  9904.402-30  or 

9904.418- 30. 


Directly  associated  cost.  See 

9904.405- 30. 

Disclosure  statement,  as  used  in  this 
part  means  the  Disclosure  Statement 
required  by  9903.202-1. 

Entitlement  See  9904.408-30. 
Established  catalog  or  market  price  of 
commercial  items  sold  in  substantial 
quantities  to  the  general  public  is 
defined  at  48  CFR  15304-3(c). 

Estimating  costs.  See  9904.401-30. 
Expressly  unallowable  cost  See 

9904.405- 30 

Facilities  capital.  See  9904.414-30 
Final  cost  objective.  See  9904.402-30 
or  9904.410-30. 

Fiscal  year.  See  9904.406-30. 

Funded  pension  cost.  See  9904.412-30. 
Funding  agency.  See  9904.412-30. 
Cener^  and  administrative  (GS'A) 
expense.  See  9904.410-30  or  9904.420-30. 

Home  office.  See  9904.403-30  or 
9904.420-30. 

Immediate-gain  actuarial  cost 
method.  See  9904.413-30. 

Independent  research  and 
development  (IRS'D)  cost  See  9904.420- 
30. 

Indirect  cost  See  9904.402-30. 

9904.405- 30.  9904.418-30  or  9904.420-30. 
Indirect  cost  pool.  See  9904.401-30, 

9904.402-30.  9904.406-30  or  9904.418-30. 

Insurance  administration  expenses. 
See  9904.418-30. 

Intangible  capital  asset  See  9904.414- 
30  or  9904.417-30. 

Labor  cost  at  standard.  See  9904.407- 
30. 

Labor-rate  standard.  See  9904.407-30. 
Labor-time  standard.  See  9904.407-30. 
Material  cost  at  standard.  See 

9904.407- 3a 

Material  inventory  record.  See 

9904.411- 30. 

Material-price  standard.  See 

9904.407- 30. 

Material-quantity  standard.  See 

9904.407-30. 

Measurement  of  cost  See  9904.302- 
1(c). 

Moving  average  cost  See  9904.411-30. 
Multiemployer  pension  plan.  See 

9904.412- 30. 

Negotiated  subcontract,  as  used  in 
this  part,  means  any  subcontract  except 
a  firm  fixed-price  subcontract  made  by  a 
contractor  or  subcontractor  after 
receiving  offers  from  at  least  two 
persons  not  associated  with  each  other 
or  with  such  contractor  or 
subcontractor,  providing 

(1)  The  solicitation  to  all  competitors 
is  identical. 

(2)  Price  is  the  only  consideration  in 
selecting  the  subcontractor  from  among 
the  competitors  solicited,  and 

(3)  The  lowest  offer  received  in 
compliance  with  the  solicitation  from 
among  those  solicited  is  accepted. 


Net  awards,  as  used  in  this  chapter, 
means  the  total  obligated  value  of 
negotiated  prime  contract  and 
subcontract  awards  received  during  the 
reporting  period  minus  cancellations. 
terminatuHis.  and  other  related  credit 
transactions. 

Normal  cost  See  9904.412-30  or 

9904.413-30. 

Operating  revenue.  See  9904.403-30, 
Original  complement  of  low  cost 
equipment  See  9904.404-30. 
Pay-as-you-go  cost  method.  See 

9904.412- 30. 

Pension  plan.  See  9904.412-30  or 

9904.413- 30. 

Pension  plan  participant  See 

9904.413-30. 

Pricing.  See  9904.401-30. 

Production  unit  See  9904.407-30. 
Projected  average  loss.  See  9904.416- 
30. 

Projected  benefit  cost  method.  See 

9904.412- 30  or  9904.413-30. 

Proposal.  See  9904.401-30. 

Repairs  and  maintenance.  See 

9904.404-30. 

Reporting  costs.  See  9904.401-30. 
Residual  value.  See  9904.409-30. 
Segment  See  9904.403-30, 9904.410-30. 

9904.413- 30  or  9904.420-30. 
Self-insurance.  See  9904.416-30. 
Self-insurance  charge.  See  9904.416- 

30. 

Service  life.  See  9904.409-30. 

Small  business,  as  used  in  this  part, 
means  any  fu>ncem.  firm,  person, 
corporation,  partnership,  cooperative,  or 
other  business  enterprise  which,  under 
15  U.S.C.  637(b)(6)  and  the  rules  and 
regulations  of  the  Small  Business 
Administration  in  Part  121  of  Title  13  of 
the  Code  of  Federal  Regulations,  is 
determined  to  be  a  small  business 
concern  for  the  purpose  of  Government 
contracting. 

Spread-gain  actuarial  cost  method. 

See  9904.413-30. 

Standard  cost  See  9904.407-30. 
Tangible  capital  asset  See  9904.403- 
30.  9904.404-30.  9904.409-30.  9904.414-30 
or  9904.417-30. 

Termination  gain  or  loss.  See 

9904.413- 30. 

Unallowable  cost  See  9904.405-30. 
Variance.  See  9904.407-30. 

Weighted  average  cost  See  9904.411- 
30. 

9903.302  Definitions,  explanations,  and 
Hiustrations  of  the  term,  “cost  accounting 
practice”  and  “change  to  a  cost  accounting 
practice." 

9903.302-1  Cost  accounting  practice. 

Cost  accounting  practice,  as  used  in 
this  part,  means  any  disclosed  or 
established  accounting  method  or 
technique  which  is  used  for  allocation  of 
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cost  to  cost  objectives,  assignment  of 
cost  to  cost  accounting  periods,  or 
measurement  of  cost. 

(a)  Measurement  of  cost,  as  used  in 
this  part,  encompasses  accounting 
methods  and  techniques  used  in  defining 
the  components  of  cost,  determining  the 
basis  for  cost  measurement,  and 
establishing  criteria  for  use  of 
alternative  cost  measurement 
techniques.  The  determination  of  the 
amount  paid  or  a  change  in  the  amount 
paid  for  a  unit  of  goods  and  services  is 
not  a  cost  accounting  practice.  Examples 
of  cost  accounting  practices  which 
involve  measurement  of  costs  are — 

(1)  The  use  of  either  historical  cost, 
market  value,  or  present  value; 

(2)  The  use  of  standard  cost  or  actual 
cost;  or 

(3)  The  designation  of  those  items  of 
cost  which  must  be  included  or  excluded 
from  tangible  capital  assets  or  pension 
cost. 

(b)  Assignment  of  cost  to  cost 
accounting  periods,  as  used  in  this  part. 


refers  to  a  method  or  technique  used  in 
determining  the  amount  of  cost  to  be 
assigned  to  individual  cost  accounting 
periods.  Examples  of  cost  accounting 
practices  which  involve  the  assignment 
of  cost  to  cost  accounting  periods  are 
requirements  for  the  use  of  specified 
accrual  basis  accounting  or  cash  basis 
accounting  for  a  cost  element. 

(c)  Allocation  of  cost  to  cost 
objectives,  as  used  in  this  part,  includes 
both  direct  and  indirect  allocation  of 
cost.  Examples  of  cost  accounting 
practices  involving  allocation  of  cost  to 
cost  objectives  are  the  accounting 
methods  or  techniques  used  to 
accumulate  cost,  to  determine  whether  a 
cost  is  to  be  directly  or  indirectly 
allocated  to  determine  the  composition 
of  cost  pools,  and  to  determine  the 
selection  and  composition  of  the 
appropriate  allocation  base. 

9903.302-2  Change  to  a  cost  accounting 
practice. 

Change  to  a  cost  accounting  practice, 
as  used  in  this  part,  means  any 


alteration  in  a  cost  accounting  practice, 
as  defined  in  9903.302-1,  whether  or  not 
such  practices  are  covered  by  a 
Disclosure  Statement,  except  for  the 
following: 

(a)  The  initial  adoption  of  a  cost 
accounting  practice  for  the  first  time  a 
cost  is  incurred,  or  a  function  is  created, 
is  not  a  change  in  cost  accounting 
practice.  The  partial  or  total  elimination 
of  a  cost  or  the  cost  of  a  function  is  not  a 
change  in  cost  accounting  practice.  As 
used  here,  function  is  an  activity  or 
group  of  activities  that  is  identifiable  in 
scope  and  has  a  purpose  or  end  to  be 
accomplished. 

(b)  The  revision  of  a  cost  accounting 
practice  for  a  cost  which  previously  had 
been  immaterial  is  not  a  change  in  cost 
accounting  practice. 

9903.302-3  Illustrations  of  changes  which 
meet  the  definition  of  “change  to  a  cost 
accounting  practice.” 


(a)  The  method  or  technique  used  for  measuring  costs  has  been  changed. 


Description 


Accounting  treatment 


(1)  Contractor  changes  its  actuarial  cost  method  for  computing  pension  costs. 


(2)  Contractor  uses  standard  costs  to  account  for  its  direct  labor.  Labor  cost  at 
standard  was  computed  by  multiplying  labor-time  standard  by  actual  labor 
rates.  The  contractor  changes  the  computation  by  multiplying  labor-time 
standard  by  labor-rate  standard. 


(1) (i)  Before  change:  The  contractor  computed  pension  costs  using  the  aggre¬ 
gate  cost  method. 

(ii)  After  change:  The  contractor  computes  pension  cost  using  the  unit  credit 
method. 

(2) (i)  Before  change:  Contractor's  direct  labor  cost  was  measured  with  only  one 
component  set  at  standard. 

(ii)  After  change:  Ck>ntractor's  direct  labor  cost  is  measured  with  both  the  time 
and  rate  components  set  at  standard. 


I 


(b)  The  method  or  technique  used  for  assignment  of  cost  to  cost  accounting  periods  has  been  changed. 


Description 


(1)  Contractor  changes  his  established  criteria  for  capitalizing  certain  classes  of 
tangible  capital  assets  whose  acquisition  costs  totaled  S1  million  per  cost 
accounting  period. 


(2)  Contractor  changes  his  methods  for  computing  depreciation  for  a  class  of 
assets. 


(3)  Contractor  changes  his  gerteral  method  of  determining  asset  lives  for  classes 
of  assets  acquired  prior  to  the  effective  date  of  CAS  409. 


Accounting  treatment 


(1) (i)  Before  change:  Items  having  acquisition  costs  of  between  $200  and  $400 
per  unit  were  capitalized  and  depreciated  over  a  number  of  cost  accounting 
periods. 

(ii)  After  change:  The  contractor  charges  the  value  of  assets  costing  between 
$200  and  $400  per  unit  to  an  indirect  expense  pool  which  is  allocated  to  the 
cost  objectives  of  the  cost  accounting  period  in  which  the  cost  was  incurred. 

(2) (i)  Before  change:  The  contractor  assigned  depreciation  costs  to  cost  ac¬ 
counting  periods  using  an  accelerated  method. 

(ii)  After  change:  The  contractor  assigns  depreciation  costs  to  cost  accounting 
periods  using  the  straight  line  method. 

(3) (i)  Before  change:  The  contractor  identified  the  cost  accounting  periods  to 
which  the  cost  of  tangible  capital  assets  would  be  assigned  using  guideline 
class  lives  provided  in  IRS  Rev.  Pro.  72-10. 

(ii)  After  change:  The  contractor  changes  the  method  by  which  he  identHies  the 
cost  accounting  periods  to  which  the  costs  of  tangible  capital  assets  will  be 
assigned.  He  now  uses  the  expected  actual  lives  based  on  past  usage. 


(c)  The  method  or  technique  used  for  allocating  costs  has  been  changed. 
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Oescri{>tk>n 


Accounting  treatment 


(1)  Cortbactor  changes  his  method  of  allocating  G&A  expenses  under  the 
requirements  of  Co^  Accounting  Standard  4t0. 


(2)  The  conbactor  changes  the  accounting  tor  hardware  common  to  ail  protects .... 


(3)  The  contractor  merges  operating  segment  A  and  B  which  use  different  cost 
accountmg  practices  in  accounting  for  manufacturing  overhead  costs. 


(t)0)  Before  change:  The  contractor  operating  urKfer  Cost  Accounting  Standard 
4t<f  has  been  aHocating  his  gerreral  and  administrative  expert  poot  to  final 
cost  objectives  ort  a  total  cost  input  base  in  comptanoe  with  the  Standard. 
The  contractor^  business  changes  substantiaHy  su^  that  there  are  significant 
rtew  projects  which  have  only  insigniricant  cpiantities  of  material. 

(8)  After  charige:  After  the  addition  of  the  r>ew  work,  an  evaluation  of  the 
changed  circumstances  reveals  that  the  coritinued  use  of  a  total  cost  input 
bass  would  result  in  a  significant  rtstortion  in  tie  allocalion  of  the  GM 
enpertse  pool  in  mlaiion  to  the  benefits  received.  To  remain  in  compliance  with 
Standard  410,  the  contractor  alters  his  G&A  allocalion  base  from  a  total  cost 
input  base  to  a  value  added  base. 

(2Hi)  Before  change:  The  contractor  allocated  the  cost  of  purchased  or  requisi- 
Korred  harthvare  directly  to  projects; 

(ii)  After  change:  The  contractor  charges  the  cost  of  purchased  or  requisitioned 
hardware  to  an  indirect  expense  pool  which  is  allocated  to  projects  using  an 
appropriate  allocation  base. 

(3)(i)  Before  change:  In  segment,  A  the  costs  of  the  manufacturing  overhead 
have  been  aMocated  to  final  cost  objectives  using  a  dfiect  letoor  hours 
base;  in  segmerrt  B,  the  costs  of  the  manufacturing  overhead  pool  have  been 
allocated  to  final  cost  objectives  using  a  direct  labor  dollars  base. 

(h>  After  change:  As  a  result  of  the  merger  of  operations,  the  combined  segment 
decides  to  allocate  the  cost  of  the  manufacturing  overhead  pool  to  aN  final 
cost  objectives,  using  a  direct  iabor  dollars  base.  Thus,  tor  those  final  cost 
objectives  referred  to  in  segment  A  the  coet  of  the  manufacturing  overhead 
pool  will  be  allocated  to  the  final  coet  objectives  of  segmerrt  A  using  a  direct 
labor  dollars  base  instead  of  a  diract  labor  hours  base. 


9903,^02-4  illustrations  of  changes  which  do  not  meet  the  definition  of  “Change  to  a  cost  accounting  pracfice.** 


Description 


(a)  Changes  in  the  irrterest  rate  levels  in  the  r^ational  economy  have  invaiidated 
the  prior  actuarial  assumption  with  respect  to  anticipated  investment  earnings. 
The  pensiorr  plait  administrators  adopted  an  increased  (decreased)  interest 
rtoe  acfuaiial  assumption.  The  company  allocated  the  resulting  pension  costs 
to  all  final  coat  objectives. 

(b)  The  basic  bertefrt  amount  for  a  company's  pension  plan  is  increased  (tom  S8 
to  $10  per  year  of  credited  service.  The  charige  increases  the  dollar  amount  of 
pension  cost  aBocated  to  all  fin^  cost  otqectives. 

(c)  A  contractor  who  has  rtever  paid  pensions  establishes  tor  the  first  lime  a 
pension  plaa  Pension  costs  for  the  first  year  amounted  to  $3.5  million. 

(d)  A  contractor  maintained  a  Deferred  Incentive  Compensation  Plaa  After 
several  years*  experience,  the  plan  was  determined  not  to  be  attaining  its 
objective,  so  it  was  terminated,  and  no  future  entitlements  were  paid. 

(e)  A  contractor  elimtnates  a  segment  that  was  operated  for  the  purpose  of 
doing  research  tor  development  of  products  related  to  nuclear  energy. 


(0  For  a  particular  class  of  assets  for  which  technological  char>ges  have  rarely 
affected  asset  lives,  a  contractor  starts  with  a  5-year  average  of  historical  lives 
to  estimale  future  fives.  He  then  consktors  technological  changes  arxf  likely 
use.  For  the  past  several  years  the  process  resufted  in  an  estimated  future  fife 
of  10  years  tor  this  class  of  assets.  This  year  a  technological  change  toads  to 
a  pret^tion  of  a  useful  life  of  7  years  for  the  assets  acquired  this  year  tor  the 


Accourrting  treatmerrt 


(a>  Adopting  the  increase  (decrease)  in  tie  interest  rate  actuarial  assumption  is 
not  a  change  in  cost  accounting  practice. 


9>)  The  increase  in  the  amount  of  the  benefits  is  not  a  change  in  cost 
accounting  practice. 

(c)  The  initial  adoption  of  an  accounting  practice  tor  the  first  time  incurrence  of  a 
cost  is  rwt  a  change  in  cost  accounting  practice. 

(d)  There  was  a  tormiiwtion  of  the  Deferred  Incentive  Compensation  Plan. 
Efiminelion  of  a  cost  is  not  a  change  in  cost  accourrting  pracfice, 

(e)  The  projects  and  expenses  related  to  nuclear  energy  projects  have  been 
terminated.  No  transfer  of  these  projects  arrd  no  further  work  in  this  area  is 
planned.  This  is  an  elimination  of  cost  anti  not  a  change  in  cost  accounting 
practice. 

(f)  The  change  in  estimate  (trot  in  method)  is  not  a  change  in  cost  accounting 
practice.  The  contractor  has  not  chang^  Ihe  method  or  tochnique  used  to 
determine  the  estimate.  The  methodology  applied  has  indicated  a  change  in 
the  estimated  fife,  and  this  is  not  a  charige  in  cost  accourrting  practice. 


class  of  assets. 

(g)  The  marketing  department  of  a  segment  has  reported  directly  to  the  general 
manager  of  the  segment  The  costs  of  the  marketing  department  have  been 
combined  as  part  of  toe  segments  G&A  expense  pool.  The  company  reorga- 
rrizes  and  rertuires  the  marketing  departrrierrt  to  report  directly  to  a  vice 
president  at  corporate  headquarters. 


(g)  After  the  organization  change  in  the  company's  reporting  structure,  the 
pcwties  agree  that  Ihe  appropriate  recogrrtlion  of  toe  beneficial  or  causal 
relationship  between  fire  costs  of  the  marketing  departmerrt  and  toe  segment 
is  to  continue  to  combine  these  costs  as  pert  of  toe  segment's  GAA  expense 
pool  Thus,  the  orgarkzational  change  has  not  resulted  in  a  change  in  cost 
accounting  practice. 


9903.303  Effect  of  filing  Disclosure 
StatemenL 

(a)  A  disclosure  of  a  cost  accounting 
practice  by  a  contractor  does  not 
determine  the  allowability  of  particular 
items  of  cost.  Irrespective  of  the 
practices  disclosed  by  a  contractor,  the 
question  of  whether  or  not.  or  the  extent 
to  which,  a  specific  element  of  cost  is 
allowed  under  a  contract  remains  for 
consideration  in  each  specific  instance. 
Contractors  are  cautioned  that  the 


determination  of  the  allowability  of  cost 
items  will  remain  a  responsibility  of  the 
contracting  officers  pursuant  to  the 
provisions  of  the  applicable 
procurement  regulaticms. 

(b)  The  individual  Disclosure 
Statement  may  be  used  in  audits  of 
contracts  or  in  negotiation  of  prices 
leading  to  contracts.  The  authority  of  the 
audit  agencies  and  the  contracting 
officers  is  in  no  way  abrogated  by  the 
material  presented  by  the  contractor  in 


his  Disclosure  Statement.  Contractors 
are  cautioned  that  their  disclosures  must 
be  complete  and  accurate;  the  fwactices 
disclos^may  have  a  signibcant  impact 
on  ways  in  which  extractors  will  be 
required  to  comply  with  Cost 
Accounting  Standards. 

9903.304  Concurrent  fulf  and  modified 
coverage. 

Contracts  subject  to  full  coverage  may 
be  performed  during  a  period  in  which  a 
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previously  awarded  contract  subject  to 
modified  coverage  is  being  performed. 
Compliance  with  full  coverage  may 
compel  the  use  of  cost  accounting 
practices  that  are  not  required  under 
modified  coverage.  Under  these 
circumstances  the  cost  accounting 
practices  applicable  to  contracts  subject 
to  modified  coverage  need  not  be 
changed.  Any  resulting  differences  in 
practices  between  contracts  subject  to 
full  coverage  and  those  subject  to 
modified  coverage  shall  not  constitute  a 
violation  of  9904.401  and  9904.402.  This 
principle  also  applies  to  contracts 
subject  to  modified  coverage  being 
performed  during  a  period  in  which  a 
previously  awarded  contract  subject  to 
full  coverage  is  being  performed. 

9903.305  Materiality. 

In  determining  whether  amounts  of 
cost  are  material  or  immaterial,  the 
following  criteria  shall  be  considered 
where  appropriate;  no  one  criterion  is 
necessarily  determinative: 

(a)  The  absolute  dollar  amount 
involved.  The  larger  the  dollar  amount, 
the  more  likely  that  it  will  be  material. 

(b)  The  amount  of  contract  cost 
compared  with  the  amount  under 
consideration.  The  larger  the  proportion 
of  the  amount  under  consideration  to 
contract  cost,  the  more  likely  it  is  to  be 
material. 

(c)  The  relationship  between  a  cost 
item  and  a  cost  objective.  Direct  cost 
items,  especially  if  the  amounts  are 
themselves  part  of  a  base  for  allocation 
of  indirect  costs,  will  normally  have 
more  impact  than  the  same  amount  of 
indirect  costs. 

(d)  The  impact  on  Government 
funding.  Changes  in  accounting 
treatment  will  have  more  impact  if  they 
influence  the  distribution  of  costs 
between  Government  and  non- 
Govemment  cost  objectives  than  if  all 
cost  objectives  have  Government 
financial  support. 

(e)  The  cumulative  impact  of 
individually  immaterial  items.  It  is 
appropriate  to  consider  whether  such 
impacts 

(1)  Tend  to  offset  one  another,  or 

(2)  Tend  to  be  in  the  same  direction 
and  hence  tp  accumulate  into  a  material 
amount. 

(f)  The  cost  of  administrative 
processing  of  the  price  adjustment 
modification  shall  be  considered.  If  the 
cost  to  process  exceeds  the  amount  to 
be  recovered,  it  is  less  likely  the  amount 
will  be  material. 

9903.306  Interpretations 

In  determining  amounts  of  increased 


costs  in  the  clauses  at  9903.201-4(a), 

Cost  Accounting  Standards,  9903.201- 
4(c],  Disclosure  and  Consistency  of  Cost 
Accounting  Practices,  and  9903.201-4(d), 
Consistency  in  Cost  Accoimting,  the 
following  considerations  apply: 

(a)  Increased  costs  shall  be  deemed  to 
have  resulted  whenever  the  cost  paid  by 
the  Government  results  from  a  change  in 
a  contractor’s  cost  accounting  practices 
or  from  failure  to  comply  with 
applicable  Cost  Accounting  Standards, 
and  such  cost  is  higher  than  it  would 
have  been  had  the  practices  not  been 
changed  or  applicable  Cost  Accounting 
Standards  complied  with. 

(b)  If  the  contractor  under  any  fixed- 
price  contract,  including  a  firm  fixed- 
price  contract,  fails  during  contract 
performance  to  follow  its  cost 
accounting  practices  or  to  comply  with 
applicable  Cost  Accounting  Standards, 
increased  costs  are  measured  by  the 
difference  between  the  contract  price 
agreed  to  and  the  contract  price  that 
would  have  been  agreed  to  had  the 
contractor  proposed  in  accordance  with 
the  cost  accounting  practices  used 
during  contract  performance.  The 
determination  of  the  contract  price  that 
would  have  been  agreed  to  will  be  left 
to  the  contracting  parties  and  will 
depend  on  the  circumstances  of  each 
case. 

(c)  The  statutory  requirement 
underlying  this  interpretation  is  that  the 
United  States  not  pay  increased  costs, 
including  a  profit  enlarged  beyond  that 
in  the  contemplation  of  the  parties  to  the 
contract  when  the  contract  costs,  price, 
or  profit  is  negotiated,  by  reason  of  a 
contractor’s  failure  to  use  applicable 
Cost  Accounting  Standards,  or  to  follow 
consistently  its  cost  accounting 
practices.  In  making  price  adjustments 
under  the  Cost  Accounting  Standards 
clause  at  9903.201-4(a)  in  fixed  price  or 
cost  reimbursement  incentive  contracts, 
or  contracts  providing  for  prospective  or 
retroactive  price  redetermination,  the 
Federal  agency  shall  apply  this 
requirement  appropriately  in  the 
circumstances. 

(d)  The  contractor  and  the  contracting 
officer  may  enter  into  an  agreement  as 
contemplated  by  subdivision  (a)(4)(ii]  of 
the  Cost  Accounting  Standards  clause  at 
9903.201-4(a),  covering  a  change  in 
practice  proposed  by  the  Government  or 
the  contractor  for  all  of  the  contractor’s 
contracts  for  which  the  contracting 
officer  is  responsible,  provided  that  the 
agreement  does  not  permit  any  increase 
in  the  cost  paid  by  the  Government. 
Such  agreement  may  be  made  final  and 
binding,  notwithstanding  the  fact  that 
experience  may  subsequently  establish 


that  the  actual  impact  of  the  change 
difiered  from  that  agreed  to. 

(e)  An  adjustment  to  the  contract 
price  or  of  cost  allowances  pursuant  to 
the  Cost  Accounting  Standards  clause  at 
9903.201-4(a)  may  not  be  required  when 
a  change  in  cost  accounting  practices  or 
a  failure  to  follow  Standards  or  cost 
accounting  practices  is  estimated  to 
result  in  increased  costs  being  paid 
under  a  particular  contract  by  the 
United  States.  'This  circumstance  may 
arise  when  a  contractor  is  performing 
two  or  more  covered  contracts,  and  the 
change  or  failure  affects  all  such 
contracts.  The  change  or  failure  may 
increase  the  cost  paid  under  one  or  more 
of  the  contracts,  while  decreasing  the 
cost  paid  under  one  or  more  of  the 
contracts.  In  such  case,  the  Government 
will  not  require  price  adjustment  for  any 
increased  costs  paid  by  the  United 
States,  so  long  as  the  cost  decreases 
under  one  or  more  contracts  are  at  least 
equal  to  the  increased  cost  under  the 
other  affected  contracts,  provided  that 
the  contractor  and  the  affected 
contracting  officers  agree  on  the  method 
by  which  the  price  adjustments  are  to  be 
made  for  all  affected  contracts.  In  this 
situation,  the  contracting  agencies 
would,  of  course,  require  an  adjustment 
of  the  contract  price  or  cost  allowances, 
as  appropriate,  to  the  extent  that  the 
increases  under  certain  contracts  were 
not  offset  by  the  decreases  under  the 
remaining  contracts. 

(f)  Whether  cost  impact  is  recognized 
by  modifying  a  single  contract,  several 
but  not  all  contracts,  or  all  contracts,  or 
any  other  suitable  technique,  is  a 
contract  administration  matter.  'The  Cost 
Accounting  Standards  rules  do  not  in 
any  way  restrict  the  capacity  of  the 
parties  to  select  the  method  by  which 
the  cost  impact  attributable  to  a  change 
in  cost  accounting  practice  is 
recognized. 

9903.307  Cost  Accounting  Standards 
Preambles. 

Preambles  to  the  Cost  Accounting 
Standards  published  by  the  original  Cost 
Accoimting  Standards  Board,  as  well  as 
those  preambles  published  by  the 
signatories  to  the  Federal  Acquisition 
Regulation  respecting  changes  made 
under  their  regulatory  authorities,  are 
available  by  writing  to  the:  Publications 
Office,  Office  of  Administration, 
Executive  Office  of  the  President,  725 
17th  Street  NW.,  room  2200, 

Washington,  DC  20500,  or  by  calling 
(202)  395-7332. 


Federal  Register  /  Vol.  57,  No.  75  /  Friday,  April  17,  1992  /  Rules  and  Regulations 


14185 


PART  9904-COST  ACCOUNTING 
STANDARDS 

9904.400  [Reserved] 

9904.401  Cost  accounting  standard- 
consistency  in  estimating,  accumuiating 
and  reporting  costs. 

9904.401- 10  (Reserved] 

9904.401- 20  Purpose. 

The  purpose  of  this  Cost  Accounting 
Standard  is  to  ensure  that  each 
contractor's  practices  used  in  estimating 
costs  for  a  proposal  are  consistent  with 
cost  accounting  practices  used  by  him  in 
accumulating  and  reporting  costs. 
Consistency  in  the  application  of  cost 
accounting  practices  is  necessary  to 
enhance  the  likelihood  that  comparable 
transactions  are  treated  alike.  With 
respect  to  individual  contracts,  the 
consistent  application  of  cost  accounting 
practices  will  facilitate  the  preparation 
of  reliable  cost  estimates  used  in  pricing 
a  proposal  and  their  comparison  with 
the  costs  of  performance  of  the  resulting 
contract  Such  comparisons  provide  one 
important  basis  for  financial  control 
over  costs  during  contract  performance 
and  aid  in  establishing  accountability 
for  cost  in  the  manner  agreed  to  by  both 
parties  at  the  time  of  contracting.  The 
comparisons  also  provide  an  improved 
basis  for  evaluating  estimating 
capabilities. 

9904.401- 30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Accumulating  costs  means  the 
collecting  of  cost  data  in  an  organized 
manner,  such  as  through  a  system  of 
accoimts. 


(2)  Actual  cost  means  an  amount 
determined  on  the  basis  of  cost  incurred 
(as  distinguished  from  forecasted  cost), 
including  standard  cost  properly 
adjusted  for  applicable  variance. 

(3)  Estimating  costs  means  the 
process  of  forecasting  a  future  result  in 
terms  of  cost,  based  upon  information 
available  at  the  time. 

(4)  Indirect  cost  pool  means  a 
grouping  of  incurred  costs  identified 
with  two  or  more  objectives  but  not 
identified  specifically  with  any  final  cost 
objective. 

(5)  Pricing  means  the  process  of 
establishing  the  amount  or  amounts  to 
be  paid  in  return  for  goods  or  services. 

(6)  Proposal  means  any  offer  or  other 
submission  used  as  a  basis  for  pricing  a 
contract,  contract  modification  or 
termination  settlement  or  for  securing 
payments  thereunder. 

(7)  Reporting  costs  means  provision  of 
cost  information  to  others. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.401-40  Fundamental  requirement. 

(a)  A  contractor's  practices  used  in 
estimating  costs  in  pricing  a  proposal 
shall  be  consistent  with  his  cost 
accounting  practices  used  in 
accumulating  and  reporting  costs. 

(b)  A  contractor's  cost  accounting 
practices  used  in  accumulating  and 
reporting  actual  costs  for  a  contract 
shall  be  consistent  with  his  practices 
used  in  estimating  costs  in  pricing  the 
related  proposal. 

(c)  The  grouping  of  homogeneous 
costs  in  estimates  prepared  for  proposal 
purposes  shall  not  per  se  be  deemed  an 
inconsistent  application  of  cost 
accounting  practices  under  paragraphs 
(a)  and  (b)  of  this  section  when  such 
costs  are  accumulated  and  reported  in 


greater  detail  on  an  actual  cost  basis 
during  contract  performance. 

9904.401- 50  Techniques  for  application. 

(a)  The  standard  allows  grouping  of 
homogeneous  costs  in  order  to  cover 
those  cases  where  it  is  not  practicable  to 
estimate  contract  costs  by  individual 
cost  element  or  function.  However,  costs 
estimated  for  proposal  purposes  shall  be 
presented  in  such  a  manner  and  in  such 
detail  that  any  significant  cost  can  be 
compared  with  the  actual  cost 
accumulated  and  reported  therefor.  In 
any  event  the  cost  accounting  practices 
used  in  estimating  costs  in  pricing  a 
proposal  and  in  accumulating  and 
reporting  costs  on  the  resulting  contract 
shall  be  consistent  with  respect  to: 

(1)  The  classification  of  elements  or 
fimctions  of  cost  as  direct  or  indirect; 

(2)  The  indirect  cost  pools  to  which 
each  element  or  function  of  cost  is 
charged  or  proposed  to  be  charged;  and 

(3)  The  methods  of  allocating  indirect 
costs  to  the  contract. 

(b)  Adherence  to  the  requirement  of 

9904.401- 40(a)  of  this  standard  shall  be 
determined  as  of  the  date  of  award  of 
the  contract,  unless  the  contractor  has 
submitted  cost  or  pricing  data  pursuant 
to  10  U.S.C.  2306a  or  41  U.S.C.  254(d] 
(Pub.  L  87-653),  in  which  case 
adherence  to  the  requirement  of 

9904.401- 40(a)  shall  be  determined  as  of 
the  date  of  final  agreement  on  price,  as 
shown  on  the  signed  certificate  of 
current  cost  or  pricing  data. 
Notwithstanding  9904.401-40(b),  changes 
in  established  cost  accounting  practices 
during  contract  performance  may  be 
made  in  accordance  with  part  99. 

9904.401- 60  Illustrations. 

(a)  The  following  examples  are 
illustrative  of  applications  of  cost 
accounting  practices  which  are  deemed 
to  be  consistent. 


Practices  used  in  estimating  costs  for  proposals 

Practices  used  in  accumulating  and  reporting  costs  of  contract  performance 

1.  Contractor  estimates  an  average  direct  labor  rate  for  manufacturing  direct 
labor  by  labor  category  or  function. 

2.  Contract  estimates  an  average  cost  for  minor  standard  hardware  Hems, 
iTKludirHi  rHJts,  bolts,  washers,  etc. 

3.  Contractor  uses  an  estimated  rate  for  manufacturing  overhead  to  be  applied 
to  an  estimated  direct  labor  base.  He  identifies  the  items  included  in  his 
estimate  of  marHifacturing  overhead  ar)d  provides  supporting  data  for  the 
estimated  direct  labor  base.. 

1.  Contractor  records  manufacturing  direct  labor  based  on  actual  cost  for  each 
individual  and  collects  such  costs  by  labor  category  or  function. 

2.  Contractor  records  actual  cost  for  mirxx  standard  hardware  items  based  upon 
invoices  or  material  transfer  slips. 

3.  Contractor  accounts  for  manufacturmg  overhead  by  irKlividual  items  of  cost 
which  are  accumulated  in  a  cost  pool  allocated  to  final  cost  objectives  on  a 
direct  labor  base. 

(b)  The  following  examples  are  illustrative  of  application  of  cost  accoimting  practices  which  are  deemed  not  to  be 
consistent. 
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Pnctoes  uead  (or  eslimniwfl  costs  lor  proposals 


PMCkoes  rasd  in  socunHilating  and  reporting  costs  ol  controol  pertonnance 


4.  Contractor  estimates  a  total  doMar  antount  (or  enginaering  (abor  nttich 
mcliides  dapawSs  and  alyiiosnl  olswenls  or  (unctions  of  engmoaring  labor. 
Contractor  does  r«o(  provids  supporting  data  recortdling  this  amount  to  the 
estimates  (or  Sw  same  engmeermg  labor  cost  functions  (or  which  he  wM 
separately  account  in  cortbaot  psrtormancsL 

5.  Chador  satintatos  angineoring  labor  by  cost  iunctioa  ia.  drafting,  produc¬ 
tion  anginaanng,  ale. 

6.  Contractor  astimales  a  single  dottar  amount  (or  machining  cost  to  cover  labor, 
material  arid  overhead. 


4.  Contractor  accounts  (or  erigineeririg  lalKX  by  cost  (unction.  i.e.  drafting, 
designing,  production,  arigineering,  etc. 


Sl  Oonkaclor  aocumulatas  total  engineeririg  labor  in  one  undMereritiated  ac¬ 
count 

6.  Contractor  records  separately  die  actual  costs  ol  machining  Wbor  and  materiall 
as  direct  costs,  and  factory  overhead  as  indirect  costs. 


9904.401-61  lot«rpi<MatkMi. 

(a)  9906.401,  Cost  Accounting 
Standard — Consistency  in  Estmiating, 
Accumulatiflg  and  Reporting  Costs, 
requires  in  9904.401-40  that  a 
contractor’s  “practices  used  in 
estimating  costs  in  pricing  a  proposal 
shall  be  consistent  nvith  cost 
accounting  practices  used  in 
accumulating  and  reporting  costs.** 

(b)  In  estimatii^  the  cost  ci  direct 
material  requirements  fora  contract,  it 
is  a  common  practice  to  first  estimate 
the  cost  of  the  actual  quantities  to  be 
incorporated  in  end  items.  Provisions 
are  then  made  for  addificatal  direct 
material  costs  to  cover  expected 
materiel  losses  such  as  those  which 
ocoir.  for  example,  when  items  are 
scrapped,  fail  to  meet  spedficatisns,  are 
lost,  consumed  in  the  manufactoring' 
process,  or  destroyed  in  testing  and 
qualifkatkm  processes.  The  cost  of 
some  or  all  of  such  additional  direct 
material  requirements  often  estimated 
by  the  application  of  one  or  mme 
percentage  factors  to  the  total  cost  of 
basic  direct  material  requirements  or  to 
some  other  base. 

(c)  QuestiofM  have  arisen  as  to 
whether  the  accumulation  of  direct 
material  costs  in  an  undifferentiated 
account  where  a  contractor  estimates  a 
significant  pert  of  sudi  costs  by  means 
of  percentage  factors  is  hi  compliance 
with  9904.401.  The  most  serious 
questions  pertain  to  such  percentage 
factors  which  are  not  supported  by  the 
contractor  with  accounthig.  statistical 
or  other  relevant  data  from  past 
experience,  nor  by  a  program  to 
accumulate  actual  costs  for  comparison 
with  such  percentage  estimates.  The 
accumulation  of  dii^  costa  in  an 
undifierentiated  account  in  this 
circumstance  is  a  cost  accounting 
practice  which  is  not  consistent  with  the 
practice  of  estimating  a  significant  part 
of  costs  by  means  of  percentage  factors. 
This  situation  is  virtually  identical  with 
that  described  in  Illustration  9904.401- 
60(b)(5),  which  deals  with  labor. 

(d)  9904.401  does  not.  however, 
prescribe  the  amount  of  detail  required 
in  accumulating  and  reporting  costs.  The 
amount  of  detail  required  may  vary 


considerably  depending  on  the 
percentage  factors  used,  the  data 
presented  in  justification  ot  lack  thereof, 
and  the  significance  of  each  situation. 
Accordingly,  it  is  neither  appropriate 
nor  practical  to  prescribe  a  single  set  of 
accounting  practices  which  would  be 
consistent  in  all  situations  with  the 
practices  of  estimating  direct  material 
costs  by  percentage  factors.  Therefore, 
the  amount  of  accounting  and  statistical 
detail  to  be  required  and  maintained  in 
accounting  for  this  portion  of  direct 
material  costs  has  been  and  continues  to 
be  a  matter  to  be  decided  by 
Government  procurement  Mthorities  on 
the  basis  of  the  individual  facts  and 
circumstances. 

9904.401-62  Exan^tion. 

None  for  this  Standard. 

9904.401- 62  Effactiva  data. 

This  Standard  is  effective  as  of  ^ril 
17, 1992. 

9904.402  Cost  accounting  standard— 
consistancy  In  allocating  coats  Incurred  for 
tiw  sams  parpoae. 

9904.402- 10  IResarvad] 

9904.402- 20  Porpoae. 

The  purpose  of  this  standard  is  to 
require  that  each  type  of  cost  is 
.allocated  only  once  and  on  only  one 
basis  to  any  contract  or  other  cost 
objective.  The  criteria  for  determining 
the  allocation  of  costs  to  a  product, 
oonti'act,  or  other  cost  objective  should 
be  the  same  for  all  similar  objectives. 
A«foerence  to  these  cost  accounting 
concepts  is  necessary  to  guard  against 
the  overcharging  of  some  cost  objectives 
and  to  prevent  d^ble  counting.  Double 
emmting  occurs  most  common^  when 
cost  items  are  allocated  directly  to  a 
cost  objective  without  eliminating  like 
cost  items  from  indirect  cost  pools 
which  are  allocated  to  that  cost 
objective. 

9904.402- 30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
standard.  Other  terms  defined 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 


definitioBB  unless  paragraph  (b)  of  this 
section  requires  otherwise. 

(1)  Allocate  means  to  assign  an  item 
of  cost  or  a  group  of  items  of  cost  to 
one  or  more  cost  objectives.  This  tenn 
includes  both  direct  assignment  of  cost 
and  the  reassignment  of  a  share  fitmi  an 
indirect  cost  pi^. 

(2)  Cost  ol^ective  means  a  frmctkMi. 
otganizational  subdivision,  contract  or 
other  work  unit  for  whidi  cost  data  are 
desured  and  for  which  provisian  is  made 
to  accumulate  and  measure  the  cost  to 
processes,  products,  jobs,  capitalized 
projects,  etc. 

(3)  Direct  cost  means  any  cost  which 
is  identified  specifically  with  a 
partuxdar  final  cost  objective.  Direct 
costs  are  not  limited  to  items  which  are 
incorporated  in  the  end  product  as 
material  or  labor.  Costs  identified 
specifically  with  a  contract  are  direct 
costs  of  that  contract.  All  costs 
identified  specifically  with  other  final 
cost  objectives  of  the  contractor  are 
direct  costs  of  those  cost  objectives. 

(4)  Final  cost  objective  means  a  cost 
objective  whidi  has  allocated  to  it  both 
direct  and  indirect  costs,  and  in  the 
contractoi^s  accumulation  system,  is  one 
of  the  final  accunndation  points. 

(5)  Indirect  cost  means  any  cost  not 
directly  identified  with  a  single  final 
cost  Injective,  but  identified  with  two  or 
more  final  cost  objectives  or  with  at 
least  one  intermediate  cost  objective. 

(6)  Indirect  cost  pool  means  a 
grouping  of  incuir^  costs  identified 
with  two  or  more  cost  objectives  but  not 
specifically  identified  wifo  any  final  cost 
objective. 

(b)  The  following  modifications  of 
teims  defined  elsewhere  ia  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.402-40  FundanwntsA  rsqi^remeirt. 

All  costs  incurred  for  the  same 
purpose,  in  like  circumstances,  are 
either  direct  costs  only  or  indirect  costs 
only  with  respect  to  final  cost 
objectives.  No  final  cost  objective  shall 
have  allocated  to  it  as  an  indirect  cost 
any  cost,  if  other  costs  incurred  for  the 
same  purpose,  in  like  circumstances, 
have  been  included  as  a  direct  cost  of 
that  or  any  other  final  cost  objective. 
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Further,  no  final  cost  objective  shall 
have  allocated  to  it  as  a  direct  cost  any 
cost,  if  other  costs  inciirred  for  the  same 
purpose,  in  like  circumstances,  have 
been  included  in  any  indirect  cost  pool 
to  be  allocated  to  that  or  any  other  final 
cost  objective. 

9904.402-50  TechniquM  for  application. 

(a)  The  Fundamental  Requirement  is 
stated  in  terms  of  cost  incurred  and  is 
equally  applicable  to  estimates  of  costs 
to  be  incurred  as  used  in  contract 
proposals. 

(b)  The  Disclosure  Statement  to  be 
submitted  by  the  contractor  will  require 
that  he  set  forth  his  cost  accounting 
practices  with  regard  to  the  distinction 
between  direct  and  indirect  costs.  In 
addition,  for  those  types  of  cost  which 
are  sometimes  accoimted  for  as  direct 
and  sometimes  accounted  for  as 
indirect,  the  contractor  will  set  forth  in 
his  Disclosiure  Statement  the  specific 
criteria  and  circumstances  for  making 
such  distinctions.  In  essence,  the 
Disclosure  Statement  submitted  by  the 
contractor,  by  distinguishing  between 
direct  and  indirect  costs,  and  by 
describing  the  criteria  and 
circumstances  for  allocating  those  items 
which  are  sometimes  direct  and 
sometimes  indirect,  will  be 
determinative  as  to  whether  or  not  costs 
are  incurred  for  the  same  purpose. 
Disclosure  Statement  as  used  herein 
refers  to  the  statement  required  to  be 
submitted  by  contractors  as  a  condition 
of  contracting  as  set  forth  in  subpart 
9903.2. 

(c)  In  the  event  that  a  contractor  has 
not  submitted  a  Disclosure  Statement, 
the  determination  of  whether  specific 
costs  are  directly  allocable  to  contracts 
shall  be  based  upon  the  contractor’s 
cost  accounting  practices  used  at  the 
time  of  contract  proposal. 

(d)  Whenever  costs  which  serve  the 
same  purpose  cannot  equitably  be 
indirectly  allocated  to  one  or  more  final 
cost  objectives  in  accordance  with  the 
contractor’s  disclosed  accounting 
practices,  the  contractor  may  either: 

(1)  Use  a  method  for  reassigning  all 
such  costs  which  would  provide  an 
equitable  distribution  to  all  final  cost 
objectives,  or 

(2)  Directly  assign  all  such  costs  to 
final  cost  objectives  with  which  they  are 
specifically  identified. 

In  the  event  the  contractor  decides  to 
make  a  change  for  either  purpose,  the 
Disclosure  Statement  shall  be  amended 
to  reflect  the  revised  accounting 
practices  involved. 

(e)  Any  direct  cost  of  minor  dollar 
amount  may  be  treated  as  an  indirect 
cost  for  reasons  of  practicality  where 
the  accounting  treatment  for  such  cost  is 


consistently  applied  to  all  final  cost 
objectives,  provided  that  such  treatment 
produces  results  which  are  substantially 
the  same  as  the  results  which  would 
have  been  obtained  if  such  cost  had 
been  treated  as  a  direct  cost. 

9904.402-60  Illustrations. 

(a)  Illustrations  of  costs  which  are 
incurred  for  the  same  purpose: 

(1)  Contractor  normally  allocates  all 
travel  as  an  indirect  cost  and  previously 
disclosed  this  accounting  practice  to  the 
Government.  For  purposes  of  a  new 
proposal,  contractor  intends  to  allocate 
the  travel  costs  of  personnel  whose  time 
is  accounted  for  as  direct  labor  directly 
to  the  contract  Since  travel  costs  of 
personnel  whose  time  is  accounted  for 
as  direct  labor  working  on  other 
contracts  are  costs  which  are  incurred 
for  the  same  purpose,  these  costs  may 
no  longer  be  included  within  indirect 
cost  pools  for  purposes  of  allocation  to 
any  covered  Government  contract. 
Contractor’s  Disclosure  Statement  must 
be  amended  for  the  proposed  changes  in 
accounting  practices. 

(2)  Contractor  normally  allocates 
planning  costs  indirectly  and  allocates 
this  cost  to  all  contracts  on  the  basis  of 
direct  labor.  A  proposal  for  a  new 
contract  requires  a  disproportionate 
amount  of  planning  costs.  The 
contractor  prefers  to  continue  to  allocate 
planning  costs  indirectly.  In  order  to 
equitably  allocate  the  total  planning 
costs,  the  contractor  may  use  a  method 
for  allocating  all  such  costs  which  would 
provide  an  equitable  distribution  to  all 
final  cost  objectives.  For  example,  he 
may  use  the  number  of  planning 
documents  processed  rather  than  his 
former  allocation  base  of  direct  labor. 
Contractor’s  Disclosure  Statement  must 
be  amended  for  the  proposed  changes  in 
accounting  practices. 

(b)  Illustrations  of  costs  which  are  not 
incurred  for  the  same  purpose: 

(1)  Contractor  normally  allocates 
special  tooling  costs  directly  to 
contracts.  'The  costs  of  general  purpose 
tooling  are  normally  included  in  the 
indirect  cost  pool  which  is  allocated  to 
contracts.  Both  of  these  accounting 
practices  were  previously  disclosed  to 
the  Government.  Since  both  types  of 
costs  involved  were  not  incurred  for  the 
same  purpose  in  accordance  with  the 
criteria  set  forth  in  the  Contractor’s 
Disclosure  Statement,  the  allocation  of 
general  purpose  tooling  costs  from  the 
indirect  cost  pool  to  the  contract,  in 
addition  to  the  directly  allocated  special 
tooling  costs,  is  not  considered  a 
violation  of  the  standard. 

(2)  Contractor  proposes  to  perform  a 
contract  which  will  require  three 
firemen  on  24-hour  duty  at  a  fixed-post 


to  provide  protection  against  damage  to 
highly  inflammable  materials  used  on 
the  contract.  Contractor  presently  has  a 
firefighting  force  of  10  employees  for 
general  protection  of  the  plant. 
Contractor's  costs  for  these  latter 
firemen  are  treated  as  indirect  costs  and 
allocated  to  all  contracts;  however,  he 
wants  to  allocate  the  three  fixed-post 
firemen  directly  to  the  particular 
contract  requiring  them  and  also 
allocate  a  portion  of  the  cost  of  the 
general  firefighting  force  to  the  same 
contract.  He  may  do  so  but  only  on 
condition  that  his  disclosed  practices 
indicate  that  the  costs  of  the  separate 
classes  of  firemen  serve  dififerent 
purposes  and  that  it  is  his  practice  to 
allocate  the  general  firefighting  force 
indirectly  and  to  allocate  fixed-post 
firemen  directly. 

9904.402-61  Interpretation. 

(a)  9904.402,  Cost  Accounting 
Standard — Consistency  in  Allocating 
Costs  Incurred  for  the  Same  Purpose, 
provides,  in  9904.402-40,  that  “  *  *  *  no 
final  cost  objective  shall  have  allocated 
to  it  as  a  direct  cost  any  cost,  if  other 
costs  incurred  for  the  same  purpose,  in 
like  circumstances,  have  been  included 
in  any  indirect  cost  pool  to  be  allocated 
to  that  or  any  other  final  cost  objective.” 

(b)  This  interpretation  deals  with  the 
way  9904.402  applies  to  the  treatment  of 
costs  incurred  In  preparing,  submitting, 
and  supporting  proposals.  In  essence,  it 
is  addressed  to  whether  or  not,  under 
the  Standard,  all  such  costs  are  incurred 
for  the  same  purpose,  in  like 
circumstances. 

(c)  Under  9904.402,  costs  incurred  in 
preparing,  submitting,  and  supporting 
proposals  pursuant  to  a  specific 
requirement  of  an  existing  contract  are 
considered  to  have  been  incurred  in 
difierent  circumstances  from  the 
circumstances  under  which  costs  are 
incurred  in  preparing  proposals  which 
do  not  result  from  such  specific 
requirement.  The  circumstances  are 
different  because  the  costs  of  preparing 
proposals  specifically  required  by  the 
provisions  of  an  existing  contract  relate 
only  to  that  contract  while  other 
proposal  costs  relate  to  all  work  of  the 
contractor. 

(d)  This  interpretation  does  not 
preclude  the  allocation,  as  indirect 
costs,  of  costs  incurred  in  preparing  all 
proposals.  The  cost  accoimting  practices 
used  by  the  contractor,  however,  must 
be  followed  consistently  and  the  method 
used  to  reallocate  such  costs,  of  course, 
must  provide  an  equitable  distribution 
to  all  final  cost  objectives. 
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9904.402- 62  Exemption. 

None  for  this  Standard. 

990C402-63  EMecUvedale. 

This  Standard  is  effective  as  of  April 
17. 1992. 

9904.403  Altocatioa  of  Itome  office 
expenses  to  segments. 

9904Ma~W  (Reserved] 

9904.403- 20  Purpose. 

(a)  The  ptnpose  of  this  Cost 
Accountii^  Standard  is  to  establish 
criteria  for  allocation  of  the  expenses  of 
a  home  office  to  the  segments  of  the 
organization  based  on  the  beneficial  or 
causal  relationship  between  such 
expenses  and  the  receiving  segments.  It 
provides  for: 

(1)  Identification  of  expenses  for 
direct  allocation  to  segments  to  the 
maximum  extent  practical; 

{2}  Accumulation  of  significant 
nondirectly  allocated  expenses  into 
logical  and  relatively  homogeneons 
pools  to  be  allocated  on  bases  reflecting 
the  relationship  of  the  expenses  to  die 
segments  concerned;  and 

(3)  Allocation  of  any  remaming  or 
residual  tuune  oflioe  expenses  to  ell 
segments. 

Appropriate  implementation  of  diis 
Standard  will  limit  the  amount  of  home 
ofiice  expenses  classified  as  reskhtal  to 
the  expenses  of  managing  the 
OTganizatkm  as  a  whc^. 

(b)  Hits  Standard  does  not  cover  the 
reallocatiofl  of  a  segment's  share  of 
home  office  expenses  to  contracts  and 
other  cost  objectives. 

9904.403- 30  Oefinttlons. 

(a)  The  following  are  definitions  of 
terms  whidi  are  prominent  in  this 
Standard.  Odier  terms  defined 
elsewhere  in  diis  part  99  shall  have  the 
meanings  ascribed  to  diem  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Aihoate  means  to  assign  an  item 

of  cost  or  a  group  of  items  cost,  to 

one  or  more  cost  objectives.  This  term 
indudes  both  direct  assignments  of  cost 
end  the  reassi^iment  of  a  share  from  cm 
indirect  cost  pod. 

(2)  Home  office  means  an  office 
responsible  ^  directing  or  managing 
two  or  mace,  but  not  necessarily  all. 
segments  of  an  organization.  It  typically 
establishes  policy  for.  and  provkles 
guidance  to  the  segments  in  their 
operations.  It  usually  performs 
management,  supervisory,  or 
administrative  functions,  and  may  also 
perform  service  functions  in  support  of 
the  operations  of  the  various  segments. 
An  organization  which  has  intermediate 
levels,  such  as  groups,  may  have  several 


home  offices  which  report  to  a  common 
home  office.  An  intermediate 
organization  may  be  both  a  segment  and 
a  home  office. 

(3)  Operating  revenue  means  amounts 
accrued  or  charge  to  customers,  clients, 
and  tenants,  for  the  sale  of  products 
manufactured  or  purchased  for  resale, 
for  services,  and  for  rentals  of  property 
held  primarily  for  leasii^  to  others,  it 
includes  both  reimbursable  costs  and 
fees  under  oost-tjqie  contracts  and 
percentage-of-completion  sales  accruals 
except  tlmt  it  indudes  only  the  fee  for 
management  contracts  under  which  the 
contractor  acts  essentially  as  an  agent 
of  the  Government  in  the  erection  or 
operation  of  Government-owned 
fadlities.  It  exdudes  incidental  interest, 
dividends,  royalty,  and  rental  income, 
and  proceeds  from  the  sale  of  assets 
used  in  the  Intsiiiess. 

(4)  Segment  means  one  of  two  or  more 
divisions.  {Koduct  d^Muiroents.  plants, 
or  other  subdivisioits  of  an  organization 
reporting  directly  to  a  home  offioe. 
usually  identified  with  responsibility  for 
profit  and/or  producing  a  product  or 
service.  The  term  ind«i^  Government- 
owned  contractor-operated  (GOCO) 
facilifies.  and  joint  vent«n*es  and 
subsidiaries  (domestic  and  foreign}  in 
which  the  oiganization  has  s  majority 
ownership.  The  term  also  indudes  those 
joint  ventures  and  subsidiaries 
(domestic  and  foreign)  in  which  the 
organization  has  less  than  a  majority  of 
ownership,  but  over  which  it  exercises 
controL 

(5)  Tangible  capital  asset  means  an 
asset  that  has  physical  sdMtance.  more 
than  minimal  value,  and  is  expected  to 
be  held  by  an  enterprise  for  oonttnued 
use  or  possession  beyond  the  current 
accounting  period  for  the  services  it 
yields. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.403-40  fundamentri  reqdremsnt 

(a)  (1)  Home  office  expenses  shall  be 
allocate  on  the  basis  of  the  benefidal 
or  causal  relationship  between 
supporting  and  receiving  activities.  Such 
expenses  shall  be  allocated  directly  to 
segments  to  die  maximiun  extent 
practicaL  Expenses  not  directly 
allocated,  if  significant  in  amount  and  in 
relation  to  total  home  ofiioe  expenses, 
shall  be  grouped  in  logical  and 
homogeneous  expense  pools  and 
allocated  pursuant  to  paragraph  (b)  of 
this  subsection.  Such  allocations  shafl 
minimize  to  the  extent  practical  the 
amount  of  expenses  which  may  be 
categorized  as  residual  (those  of 
managing  the  organization  as  a  whole). 
These  residua)  expenses  shall  be 


allocated  pursuant  to  paragraph  (c)  of 
this  subsection. 

(2)  No  segment  shall  have  allocated  to 
it  as  an  indirect  cost,  either  through  a 
homogeneous  expense  pool,  or  the 
residual  expense  pool,  any  cost,  if  other 
costs  incurred  for  the  same  purpose 
have  been  allocated  directly  to  that  or 
any  other  segment 

(b)  The  following  subpare^aphs 
provide  criteria  for  allocation  of  ^oups 
of  home  office  expenses. 

(1)  Centralized  service  functions. 
Expenses  of  centralized  service 
functions  performed  by  a  borne  office  for 
its  segments  shall  be  allocated  to 
segments  on  the  basis  of  die  service 
furnished  to  or  received  by  each 
segment.  Centralized  service  functions 
performed  by  a  home  office  for  its 
segments  are  considered  to  consist  of 
specific  functions  which,  but  for  the 
existence  of  a  home  office,  would  be 
performed  or  acquired  by  some  or  all  of 
the  segments  individual^.  Examples 
include  centrally  performed  personnel 
administration  and  centralized  data 
processing. 

(2)  Staff  management  of  certain 
specific  activities  of  segments.  The 
expenses  incurred  by  a  home  office  for 
stafi  management  or  policy  guidance 
functions  which  are  significant  in 
amoimt  and  in  relation  to  total  home 
office  expenses  shall  be  allocated  to 
segments  receiving  more  than  a  minimal 
benefit  over  a  base,  or  bases, 
representative  of  the  total  specific 
activity  being  managed.  Staff 
management  or  policy  guidance  to 
segments  is  commonly  provided  in  the 
overall  directioo  or  support  of  the 
performance  of  discrete  segment 
activities  such  as  manufacturing, 
accounting,  and  engineering  (but  see 
paragraph  (b)(6)  of  this  subsection). 

(3)  Li^  management  of  particular 
segments  or  groups  of  segments.  The 
expense  of  line  management  shall  be 
allocated  only  to  the  particuiar  sequent 
or  group  of  segments  wluch  are  being 
managed  or  supervised.  If  more  than  one 
segment  is  nunaged  or  stqtervised.  the 
expense  shall  be  allocated  using  a  base 
or  bases  representative  of  the  total 
activity  of  such  segments.  Line 
management  is  considered  to  consist  of 
management  or  sc^ervision  of  a  segment 
or  group  of  segments  as  a  whole. 

(4)  Central  payments  or  accruals. 
Central  payments  or  accruals  which  are 
made  by  a  home  office  on  behalf  of  its 
segments  shall  be  allocated  direcdy  to 
segments  to  the  extent  that  all  such 
payments  or  accruals  of  a  given  type  or 
class  can  be  identified  specifically  with 
individual  segments.  Central  payments 
or  accruals  are  those  which  but  for  the 
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existence  of  a  number  of  segments 
would  be  accrued  or  paid  by  the 
individual  segments.  Common  examples 
include  centrally  paid  or  accrued 
pension  costs,  group  insurance  costs. 
State  and  local  income  taxes  and 
franchise  taxes,  and  payrolls  paid  by  a 
home  office  on  behalf  of  its  segments. 

Any  such  types  of  payments  or  accruals 
which  cannot  be  identified  specifically 
with  individual  segments  shall  be 
allocated  to  benefitted  segments  using 
an  allocation  base  representative  of  the 
factors  on  which  the  total  payment  is 
based. 

(5)  Independent  research  and 
devdopment  costs  and  bid  and  proposal 
costs.  Independent  research  and 
development  costs  and  bid  and  proposal 
costs  of  a  home  office  shall  be  allocated 
in  accordance  with  9904.420. 

(6)  Staff  management  not  identifiable 
with  any  certain  specific  activities  of 
segments.  The  expenses  incurred  by  a 
home  office  for  staff  management, 
supervisory,  or  policy  functions,  which 
are  not  identiffable  to  specific  activities 
of  segments  shall  be  allocated  in 
acco^ance  with  paragraph  (c)  of  this 
subsection  as  residual  expenses. 

(c)  Residual  expenses.  (1)  All  home 
ofHce  expenses  which  are  not  allocable 
in  accordance  with  paragraph  (a)  of  this 
subsection  and  paragraphs  (b)(1) 
through  (b)(5)  of  this  subsection  shall  be 
deemed  residual  expenses.  Typical 
residual  expenses  are  those  for  the  chief 
executive,  Ae  diief  ffnancial  officer,  and 
any  staff  which  are  not  identiffable  with 
specific  activities  of  segments.  Residual 
expenses  shall  be  allocated  to  all 
segments  under  a  home  office  by  means 
of  a  base  representative  of  the  total 
activity  of  such  segments,  except  where 
paragraph  (c)  (2)  or  (3)  of  this  subsection 
applies. 

(2)  Residual  expenses  shall  be 
allocated  pursuant  to  9904.403-50(c)(l)  if 
the  total  amount  of  such  expenses  for 
the  contractor’s  previous  fiscal  year 
(excluding  any  unallowable  costs  and 
before  eliminating  any  amounts  to  be 
allocated  in  accordance  with  paragraph 
(c)(3)  of  this  subsection)  exceeds  the 
amount  obtained  by  applying  the 
following  percentage(s)  to  the  aggregate 
operating  revenue  of  all  segments  for 
such  previous  year  3.35  percent  of  the 
first  $100  million:  0.95  percent  of  the 
next  $200  million;  0.30  percent  of  the 
next  $2.7  billion;  0.20  percent  of  all 
amounts  over  $3  billion.  The 
determination  required  by  this 
paragraph  for  the  1st  year  the  contractor 
is  subject  to  this  Standard  shall  be 
based  on  the  pro  forma  application  of 
this  Standard  to  the  home  office 
expenses  and  aggregate  operating 


revenue  for  the  contractor’s  previous 
fiscal  year. 

(3)  Where  a  particular  segment 
receives  significantly  more  or  less 
benefft  from  residual  expenses  than 
would  be  reflected  by  the  allocation  of 
such  expenses  pursuant  to  paragraph  (c) 
(1)  or  (2)  of  this  subsection  (see 

9904.403- 50(d)),  the  Government  and  the 
contractor  may  agree  to  a  special 
allocation  of  residual  expenses  to  such 
segment  commensurate  with  the 
benefits  received.  The  amount  of  a 
special  allocation  to  any  segment  made 
pursuant  to  such  an  agreement  shall  be 
excluded  from  the  pool  of  residual 
expenses  to  be  allocated  pursuant  to 
paragraph  (c)  (1)  or  (2)  of  this 
subsection,  and  such  segment’s  data 
shall  be  excluded  from  the  base  used  to 
allocate  this  pool. 

9904.403- 50  Tecttniques  for  application. 

(a)  (1)  Separate  expense  groupings 
will  ordinarily  be  required  to  implement 

9904.403- 40.  'The  number  of  groupings 
will  depend  primarily  on  the  variety  and 
significance  of  service  and  management 
functions  performed  by  a  particular 
home  office.  Ordinarily,  each  service  or 
management  function  will  have  to  be 
separately  identified  for  allocation  by 
means  of  an  appropriate  allocation 
technique.  However,  it  is  not  necessary 
to  identify  and  allocate  different 
functions  separately,  if  allocation  in 
accordance  with  the  relevant 
requirements  of  9904.403-40(b)  can  be 
made  using  a  common  allocation  base. 
For  examine,  if  the  personnel 
department  of  a  home  office  provides 
personnel  services  for  some  or  all  of  the 
segments  (a  centralized  service 
function)  and  also  established  personnel 
policies  for  the  same  segments  (a  staff 
management  function),  the  expenses  of 
both  functions  could  be  allocated  over 
the  same  base,  such  as  the  number  of 
personnel,  and  the  separate  fimctions  do 
not  have  to  be  identiff ed. 

(2)  Where  the  expense  of  a  given 
function  is  to  be  allocated  by  means  of  a 
particular  allocation  base,  all  segments 
shall  be  included  in  die  base  unless: 

(i)  Any  excluded  segment  did  not 
receive  significant  benefits  from,  or 
contribute  significandy  to  the  cause  of 
the  expense  to  be  allocated  and, 

(ii)  Any  included  segment  did  receive 
significant  benefits  from  or  contribute 
significandy  to  the  cause  of  the  expense 
in  question. 

(b)  (1)  Section  9904.403-60  illustrates 
various  expense  pools  which  may  be 
used  together  wiffi  appropriate 
allocation  bases.  Hie  allocation  of 
centralized  service  functions  shall  be 
governed  by  a  hierarchy  of  preferable 
allocation  techniques  which  represent 


beneficial  or  causal  relationships.  The 
preferred  representation  of  such 
relationships  is  a  measure  of  the  activity 
of  the  organization  performing  the 
function.  Supporting  fimctions  are 
usually  labor-oriented,  machine- 
oriented.  or  space-oriented.  Measures  of 
the  activities  of  such  functions 
ordinarily  can  be  expressed  in  terms  of 
labor  hours,  machine  hours,  or  square 
footage.  Accordingly,  costs  of  these 
functions  shall  be  allocated  by  use  of  a 
rate,  such  as  a  rate  per  labor  hour,  rate 
per  machine  hour  or  cost  per  square 
foot,  unless  such  measures  are 
unavailable  or  impractical  to  ascertain. 

In  these  latter  cases  the  basis  for 
allocation  shall  be  a  measurement  of  the 
output  of  the  supporting  function.  Output 
is  measured  in  terms  of  units  of  end 
product  produced  by  the  supporting 
function,  as  for  example,  number  of 
printed  pages  for  a  print  shop,  number  of 
purchase  orders  processed  by  a 
purchasing  department,  number  of  hires 
by  an  employment  office. 

(2)  Where  neither  activity  nor  output 
of  the  supporting  function  can  be 
practically  measured,  a  surrogate  for  the 
beneficial,  or  causal  relationship  must 
be  selected.  Surrogates  used  to 
represent  the  relationship  are  generally 
measures  of  the  activity  of  the  segments 
receiving  the  service;  for  example,  for 
personnel  services  reasonsable 
surrogates  would  be  number  of 
personnel,  labor  hours,  or  labor  dollars 
of  the  segments  receiving  the  service. 
Any  surrogate  used  should  be  a 
reasonable  measure  of  the  services 
received  and,  logically,  should  vary  in 
proportion  to  the  services  received. 

(c)  (1)  Where  residual  expenses  are 
required  to  be  allocated  pursuant  to 

9904.403-40(c)(2).  the  three  factor 
formula  described  below  must  be  used. 
This  formula  is  considered  to  result  in 
appropriate  allocations  of  the  residual 
expenses  of  home  offices.  It  takes  into 
account  three  broad  areas  of 
management  concern;  The  employees  of 
the  organizatioit  the  business  volume, 
and  the  capital  invested  in  the 
organization.  The  percentage  of  the 
residual  expenses  to  be  allocated  to  any 
segment  pursuant  to  the  three  factor 
formula  is  the  arithmetical  average  of 
the  following  three  percentages  for  the 
same  period. 

(i)  The  percentage  of  the  segment’s 
payroll  dollars  to  the  total  payroll 
dollars  of  all  segments. 

(ii)  The  percentage  of  tiie  segment's 
operating  revenue  to  the  total  operating 
revenue  of  all  segments.  For  this 
purpose,  the  operating  revenue  of  any 
segment  shall  include  amounts  charged 
to  other  segments  and  shall  be  reduced 
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by  amounts  charged  by  other  segments 
for  purchases. 

(iii)  The  percentage  of  the  average  net 
book  value  of  the  sum  of  the  segment's 
tangible  capital  assets  plus  inventories 
to  the  total  average  net  book  value  of 
such  assets  of  all  segments.  Property 
held  primarily  for  leasing  to  others  shall 
be  excluded  from  the  computation.  The 
average  net  book  value  shall  be  the 
average  of  the  net  book  value  at  the 
beginning  of  the  organization’s  Hscal 
year  and  the  net  book  value  at  the  end 
of  the  year. 

(d)  The  following  paragraphs  provide 
guidance  for  implementing  the 
requirements  of  9904.403-40(c](3). 

(1)  An  indication  that  a  segment 
received  signiHcantly  less  benefit  in 
relation  to  other  segments  can  arise  if  a 
segment,  unlike  all  or  most  other 
segments,  performs  on  its  own  many  of 
the  functions  included  in  the  residual 
expense.  Another  indication  may  be 
that,  in  relation  to  its  size, 
comparatively  little  or  no  costs  are 
allocable  to  a  segment  pursuant  to 

9904.403-40(b)  (1)  through  (5).  Evidence 


of  comparatively  little  communication  or 
interpersonal  relations  between  a  home 
offrce  and  a  segment,  in  relation  to  its 
size,  may  also  indicate  that  the  segment 
receives  significantly  less  benefit  from 
residual  expenses.  Conversely,  if  the 
opposite  conditions  prevail  at  any 
segment,  a  greater  allocation  than  would 
result  from  the  application  of  9904.403- 
40(c]  (1)  or  (2)  may  be  indicated.  This 
may  be  the  case,  for  example,  if  a 
segment  relies  heavily  on  the  home 
office  for  certain  residual  functions 
normally  performed  by  other  segments 
on  their  own. 

(2)  Segments  which  may  require 
special  allocations  of  residual  expenses 
pursuant  to  9904.403-40(c)(3)  include, 
but  are  not  limited  to  foreign 
subsidiaries,  GOCO’s,  domestic 
subsidiaries  with  less  than  a  majority 
ownership,  and  joint  ventures. 

(3)  The  portion  of  residual  expenses  to 
be  allocated  to  a  segment  pursuant  to 

9904.403-40(c](3]  shall  be  the  cost  of 
estimated  or  recorded  efforts  devoted  to 
the  segments. 


(e)  Home  office  functions  may  be 
performed  by  an  organization  which  for 
some  purposes  may  not  be  a  part  of  the 
legal  entity  with  which  the  Government 
has  contracted.  This  situation  may  arise, 
for  example,  in  instances  where  the 
Government  contracts  directly  with  a 
corporation  which  is  wholly  or  partly 
owned  by  another  corporation.  In  this 
case,  the  latter  corporation  serves  as  a 
“home  office,”  and  the  corporation  with 
which  the  contract  is  made  is  a 
“segment”  as  those  terms  are  defined 
and  used  in  this  Standard.  For  purposes 
of  contracts  subject  to  this  Standard,  the 
contracting  corporation  may  only  accept 
allocations  from  the  other  corporation  to 
the  extent  that  such  allocations  meet  the 
requirements  set  forth  in  this  Standard 
for  allocation  of  home  office  expenses  to  . 

segments.  i 

9904.403-60  Illustrations. 

(a)  The  following  table  lists  some 
typical  pools,  together  with  illustrative 
allocation  bases,  which  could  be  used  in 
appropriate  circumstances: 


Home  office  expense  or  fufKtion 

Illustrative  allocation  bases 

1.  Number  of  personnel,  labor  hours,  payroll,  number  of  hires. 

2.  Machine  time,  rrumber  of  reports. 

3.  Number  of  purchase  orders,  value  of  purchases,  number  of  items. 

4.  Square  footage,  value  of  material,  volume. 

5.  Actual  or  standard  rate  per  hour,  mile,  passenger  mile,  or  similar  unit. 

6.  Usage  costs,  number  of  instruments. 

(b)  The  selection  of  a  base  for  allocating  centralized  service  functions  shall  be  governed  by  the  criteria  established  in 

9904.403- 50(b). 

(c)  The  listed  allocation  bases  in  this  section  are  illustrative.  Other  bases  for  allocation  of  home  office  expenses  to 
segments  may  be  used  if  they  are  substantially  in  accordance  with  the  beneHcial  or  casual  relationships  outlined  in 

9904.403- 40. 


Home  office  expenses  or  function 

Illustrative  allocation  bases 

Staff  management  or  specific  activities: 

1.  Number  of  personnel,  labor  hours,  payroll,  number  of  hires. 

2.  Manufacturing  cost  input,  manufacturing  (tirect  labor. 

3.  Total  engineering  costs,  engineering  direct  labor,  number  of  drawings. 

4.  Number  of  purchase  orders,  value  of  purchases. 

5.  Sales,  segment  marketing  costs. 

1.  Payroll  or  other  factor  on  which  total  payment  is  based. 

2.  Payroll  or  other  factor  on  which  total  payment  is  based. 

3.  Any  base  or  method  which  results  in  an  allocation  that  equals  or  approximates 
a  segment's  proportionate  share  of  the  tax  imposed  by  the  jurisdiction  in  which 
the  segment  does  business,  as  measured  by  the  same  factors  used  to 
determine  taxable  income  for  that  jurisdiction. 

2.  Manufacturing  policies,  (quality  control,  industrial  engineering,  production, 
scheduling,  tooling,  inspection  and  testing,  etc. 

4.  Material/purchasing  policies . 

Central  Payments  or  accruals: 

1.  Pension  expenses . 

2.  Group  insurarrce  expenses . 

9904.403-61  Interpretation. 

(a)  Questions  have  arisen  as  to  the 
requirements  of  9904.403,  Cost 
Accounting  Standard,  Allocation  of 
Home  Office  Expenses  to  Segments,  for 
the  purpose  of  allocating  State  and  local 
income  taxes  and  franchise  taxes  based 


on  income  (hereinafter  collectively 
referred  to  as  income  taxes]  from  a 
home  office  of  an  organization  to  its 
segments. 

(b)  By  means  of  an  illustrative 
allocation  base  in  9904.403-60,  the 
Standard  provides  that  income  taxes  are 
to  be  allocated  by  “any  base  or  method 


which  results  in  an  allocation  that 
equals  or  approximates  a  segment’s 
proportionate  share  of  the  tax  imposed 
by  the  jurisdiction  in  which  the  segment 
does  business,  as  measured  by  the  same 
factors  used  to  determine  taxable 
income  for  that  jurisdiction.”  This 
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provision  contains  two  essential  criteria 
for  the  allocation  of  income  taxes  from  a 
home  office  to  segments.  First,  the  taxes 
of  any  particular  jurisdiction  are  to  be 
allocated  only  to  those  segments  that  do 
business  in  the  taxing  jurisdiction. 
Second,  where  there  is  more  than  one 
segment  In  a  taxing  jurisdiction,  the 
taxes  are  to  be  allocated  among  those 
segments  on  the  basis  of  "the  same 
factors  used  to  determine  the  taxable 
income  for  that  jurisdiction."  The 
questions  that  have  arisen  relate 
primarily  to  whether  segment  book 
income  or  loss  is  a  "factor”  for  this 
purpose. 

(c)  Most  States  tax  a  fraction  of  total 
organization  income,  rather  than  the 
book  income  of  segments  that  do 
business  within  the  State.  The  fraction  is 
calculated  pursuant  to  a  formula 
prescribed  by  State  statute.  In  these 
situations  the  book  income  or  loss  of 
individual  segments  is  not  a  factor  used 
to  determine  taxable  income  for  that 
jurisdiction.  Accordingly,  in  States  that 
tax  a  fraction  of  total  organization 
income,  rather  than  the  book  income  of 
segments  within  the  State,  such  book 
income  is  irrelevant  for  tax  allocation 
purposes.  Therefore,  segment  book 
income  is  to  be  used  as  a  factor  in 
allocating  income  tax  expense  from  a 
home  office  to  segments  only  where  this 
amount  is  expressly  used  by  the  taxing 
jurisdiction  in  computing  the  income  tax. 

9904.403- 62  Exemption. 

(a)  Any  contractor  or  subcontractor 
who  was  not  previously  subject  to  this 
Standard  and  which  together  with  its 
subsidiaries  did  not  receive  net  awards 
of  negotiated  U.S.  Government 
contracts,  during  the  Federal  fiscal  year 
(October  1  throu^  September  30)  two 
years  prior  to  the  effective  date  of  this 
chapter  99,  totaling  more  than  $30 
million  is  exempt  from  this  Standard. 
This  exemption  shall  expire  as  of  the 
fourth  full  ffscal  year  of  the  contractor 
subsequent  to  the  effective  date  of  this 
Standard.  Any  contractor,  unless 
otherwise  exempt,  who  receives  a 
negotiated  Government  contract  during 
or  subsequent  to  that  fourth  ffscal  year 
shall  be  required  to  comply  at  the  start 
of  his  first  cost  accounting  period 
following  receipt  of  that  award. 

(b)  This  Standard  shall  not  apply  to 
contreicts  and  grants  with  state,  local, 
and  Federally  recognized  Indian  tribal 
governments. 

9904.403- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 


to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  ffscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.404  Capitalization  of  tangible  assets. 

9904.404- 10  IReserved] 

9904.404.20  Purpose. 

This  Standard  requires  that,  for 
purposes  of  cost  measurement, 
contractors  establi^  and  adhere  to 
policies  with  respect  to  capitalization  of 
tangible  assets  which  satisfy  criteria  set 
forth  herein.  Normally,  cost 
measurements  are  based  on  the  concept 
of  enterprise  continuity,  ffiis  concept 
implies  that  major  asset  acquisitions 
will  be  capitalized,  so  that  the  cost 
applicable  to  current  and  future 
accounting  periods  can  be  allocated  to 
cost  objectives  of  those  periods.  A 
capitalization  policy  in  accordance  with 
this  Standard  will  facilitate 
measurement  of  costs  consistently  over 
time. 

9904.404- 30  Definitions. 

(a)  The  following  are  deffnitions  of 
terms  which  are  prominent  in  this 
standard.  Other  terms  deffned 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
deffnitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Asset  accountability  unit  means  a 
tangible  capital  asset  which  is  a 
component  of  plant  and  equipment  that 
is  capitalized  when  acquii^  or  whose 
replacement  is  capitalized  when  the  unit 
is  removed,  transferred,  sold, 
abandoned,  demolished,  or  otherwise 
disposed  of. 

(2)  Ordinal  complement  of  low  cost 
equipment  means  a  group  of  items 
acquired  for  the  initial  outfitting  of  a 
tangible  capital  asset  or  an  operational 
unit,  or  a  new  addition  to  either.  The 
items  in  the  group  individually  cost  less 
than  the  minimum  amount  established 
by  the  contractor  for  capitalization  for 
the  classes  of  assets  acquired  but  in  the 
aggregate  diey  represent  a  material 
investment  llie  group,  as  a  complement 
is  expected  to  be  held  for  continued 
service  beyond  the  current  period.  Initial 
outfitting  of  the  unit  is  completed  when 
the  unit  is  ready  and  available  for 
normal  operations. 

(3)  Repairs  and  maintenance 
generally  means  the  total  endeavor  to 
obtain  the  expected  service  during  the 
life  of  tangible  capital  assets. 
Maintenance  is  the  regularly  recurring 
activity  of  keeping  assets  in  normal  or 
expected  operating  condition  while 


repair  is  the  activity  of  putting  them 
back  into  such  condition. 

(4)  Tangible  capital  asset  means  an 
asset  that  has  physical  substance,  more 
than  minimal  value,  and  is  expected  to 
be  held  by  an  enterprise  for  continued 
use  or  possession  beyond  the  current 
accounting  period  for  the  service  it 
yields. 

(b)  The  following  modifications  of 
terms  deffned  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.404-40  Fundamental  requireinent 

(a)  The  acquisition  cost  of  tangible 
capital  assets  shall  be  capitalized. 
Capitalization  shall  be  based  upon  a 
written  policy  that  is  reasonable  and 
consistendy  applied. 

(b)  The  contractor's  policy  shall 
designate  economic  and  physical 
characteristics  for  capitalization  of 
tangible  assets. 

(1)  The  contractor's  policy  shall 
designate  a  minimum  service  life 
criterion,  which  shall  not  exceed  2 
years,  but  which  may  be  a  shorter 
period.  The  policy  shall  also  designate  a 
minimum  acquisition  cost  criterion 
which  shall  not  exceed  $1,500,  but  which 
may  be  a  smaller  amount 

(2)  The  contractor's  policy  may 
designate  other  speciffc  characteristics 
which  are  pertinent  to  his  capitalization 
policy  decisions  (e.g.,  class  of  asset, 
physical  size,  identiffability  and 
controllability,  the  extent  of  integration 
or  independence  of  constituent  units). 

(3)  The  contractor's  policy  shall 
provide  for  identification  of  asset 
accountability  units  to  the  maximum 
extent  practical 

(4)  The  contractor's  policy  may 
designate  higher  minimum  dollar 
limitations  for  original  complement  of 
low  cost  equipment  and  for  betterments 
and  improvements  than  the  limitation 
established  in  accordance  with 
paragraph  (b)(1)  of  this  subsection, 
provided  such  higher  limitations  are 
reasonable  in  the  contractor's 
circumstances. 

(c)  Tangible  assets  shall  be 
capitalize  when  both  of  the  criteria  In 
the  contractor's  policy  as  required  in 
paragraph  (b)(1)  of  this  subsection  are 
met,  except  that  assets  described  in 
subparagraph  (b)(4)  of  this  subsection 
shall  be  capitalized  in  accordance  with 
the  criteria  established  in  accordance 
with  that  paragraph. 

(d)  Costs  incurred  subsequent  to  the 
acquisition  of  a  tangible  capital  asset 
which  result  in  extending  the  life  or 
increasing  the  productivity  of  that  asset 
(e.g.,  betterments  and  improvements) 
and  which  meet  the  contractor's 
established  criteria  for  capitalization 
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shall  be  capitalized  with  appropriate 
accounting  for  replaced  asset 
accountability  units.  However,  costs 
incurred  for  repairs  and  maintenace  to  a 
tangible  capital  asset  which  either 
restore  the  asset  to,  or  maintain  it  at,  its 
normal  or  expected  service  life  or 
production  capacity  shall  be  treated  as 
costs  of  the  current  period. 

9904.404-50  TechniquM  for  application. 

(a)  The  cost  to  acquire  a  tangible 
capital  asset  includes  the  purchase  price 
of  the  asset  and  costs  necessary  to 
prepare  the  asset  for  use. 

(1)  The  purchase  price  of  an  asset 
shall  be  adjusted  to  the  extent  practical 
by  premiums  and  extra  charges  paid  or 
discounts  and  credits  received  which 
properly  reflect  an  adjustment  in  the 
purchase  price. 

(1)  Purchase  price  is  the  consideration 
given  in  exchange  for  an  asset  and  is 
determined  by  cash  paid,  or  to  the 
extent  payment  is  not  made  in  cash,  in 
an  amount  equivalent  to  what  would  be 
the  cash  price  basis.  Where  this  amount 
is  not  available,  the  purchase  price  is 
determined  by  the  current  value  of  the 
consideration  given  in  exchange  for  the 
asset.  For  example,  current  value  for  a 
credit  instrument  is  the  amount 
immediately  required  to  settle  the 
obligation  or  the  amount  of  money 
which  might  have  been  raised  directly 
through  the  use  of  the  same  instrument 
employed  in  making  the  credit  purchase. 
The  current  value  of  an  equity  security 
is  its  market  value.  Market  value  is  the 
current  or  prevailing  price  of  the 
security  as  indicated  by  recent  market 
quotations.  If  such  values  are 
unavailable  or  not  appropriate  (thin 
market,  volatile  price  movement,  etc.), 
an  acceptable  alternative  is  the  fair 
value  of  the  asset  acquired. 

(ii)  Donated  assets  which,  at  the  time 
of  receipt,  meet  the  contractor’s  criteria 
for  capitalization  shall  be  capitalized  at 
their  fair  value  at  that  time. 

(2)  Costs  necessary  to  prepare  the 
asset  for  use  include  the  cost  of  placing 
the  asset  in  location  and  bringing  the 
asset  to  a  condition  necessary  for 
normal  or  expected  use.  Where  material 
in  amount,  such  costs,  including  initial 
inspection  and  testing,  installation  and 
similar  expenses,  shall  be  capitalized. 

(b)  Tangible  capital  assets 
constructed  or  fabricated  by  a 
contractor  for  its  own  use  shall  be 
capitalized  at  amounts  which  include  all 
indirect  costs  properly  allocable  to  such 
assets.  This  requires  the  capitalization 
of  general  and  administrative  expenses 
when  such  expenses  are  identifiable 
with  the  constructed  asset  and  are 
material  in  amount  (e.g.,  when  the  in- 
house  construction  effort  requires 


planning,  supervisory,  or  other 
significant  effort  by  officers  or  other 
personnel  whose  salaries  are  regularly 
charged  to  general  and  administrative 
expenses).  When  the  constructed  assets 
are  identical  with  or  similar  to  the 
contractor’s  regular  product,  such  assets 
shall  be  capitalized  at  amounts  which 
include  a  full  share  of  indirect  costs. 

(c)  In  circiunstances  where  the 
acquisition  by  purchase  or  donation  of 
previously  used  tangible  capital  assets 
is  not  an  arm’s  lengA  transaction, 
acquisition  cost  shall  be  limited  to  the 
capitalized  cost  of  the  asset  to  the 
owner  who  last  acquired  the  asset 
through  an  arm’s-length  transaction, 
reduced  by  depreciation  charges  ffom 
date  of  that  acquisition  to  date  of  gift  or  * 
sale. 

(d)  Under  the  “purchase  method’’  of 
accounting  for  business  combinations, 
acquired  tangible  capital  assets  shall  be 
assigned  a  portion  of  the  cost  of  the 
acquired  company,  not  to  exceed  their 
fair  value  at  date  of  acquisition.  Where 
the  fair  value  of  identifiable  acquired 
assets  less  liabilities  assumed  exceeds 
the  purchase  price  of  the  acquired 
company  in  an  acquisition  under  the 
“purchase  method,”  the  value  otherwise 
assignable  to  tangible  capital  assets 
shall  be  reduced  by  a  proportionate  part 
of  the  excess. 

(e)  Under  the  “pooling  of  interest 
method”  of  accounting  for  business 
combinations,  the  values  established  for 
tangible  captial  assets  for  financial 
accounting  shall  be  the  values  used  for 
determining  the  cost  of  such  assets. 

(f)  Asset  accountability  units  shall  be 
identified  and  separately  capitalized  at 
the  time  the  assets  are  acquired. 
However,  whether  or  not  ^e  contractor 
identifies  and  separately  capitalizes  a 
unit  initially,  the  contractor  shall 
remove  the  unit  from  the  asset  accounts 
when  it  is  disposed  of  and,  if  replaced, 
its  replacement  shall  be  capitalized. 

9904.404-60  Illustrations. 

(a)  Illustrations  of  costs  which  must 
be  capitalized.  (1)  Contractor  has  an 
established  policy  of  capitaliung 
tangible  assets  which  have  a  service  life 
of  more  than  1  year  and  a  cost  of  $2,000. 
The  contractor’s  policy  must  be 
modified  to  conform  to  the  $1,500  policy 
limitation  on  minimum  acquisition  cost 
established  by  the  Standard. 

(i)  Contractor  acquires  a  tangible 
capital  asset  with  a  life  of  18  months  of 
a  cost  of  $1,700.  The  Standard  requires 
that  the  asset  be  capitalized  in 
compliance  with  contractor’s  policy  as 
to  service  life. 

(ii)  Contractor  acquires  a  tangible 
asset  with  a  life  of  18  months  at  a  cost  of 
$900.  The  asset  need  not  be  capitalized 


unless  the  contractor's  revised  policy 
establishes  a  minimum  cost  criterion 
below  $900. 

(2)  Contractor  has  an  established 
policy  of  capitalizing  tangible  assets 
which  have  a  service  life  of  more  than  1 
year  and  a  cost  of  $250.  Contractor 
acquires  a  tangible  asset  with  a  life  of  18 
months  and  a  cost  of  $300.  The  Standard 
requires  that,  based  upon  contractor’s 
policy,  the  asset  be  capitalized. 

(3)  Contractor  establishes  a  major 
new  production  facility.  In  the  process,  a 
number  of  large  and  small  items  of 
equipment  were  acquired  to  outfit  it. 

The  contractor  has  an  established  policy 
of  capitalizing  individual  items  of 
tangible  assets  which  have  a  service  life 
of  over  1  year  and  a  cost  of  $500,  £uid  all 
items  meeting  these  requirements  were 
capitalized.  In  addition,  the  contractor’s 
policy  requires  capitalization  of  an 
original  complement  which  has  a  service 
life  of  over  1  year  and  a  cost  of  $5,000. 
Items  of  durable  equipment  acquired  for 
the  production  facility  costing  less  than 
$500  each  aggregated  $50,000.  Based 
upon  the  contractor’s  policy,  the  durable 
equipment  items  must  be  capitalized  as 
the  original  complement  of  low  cost 
equipment.  (The  concept  of  original 
complement  applies  to  such  items  as 
books  in  a  new  library,  impact  wrenches 
in  a  new  factory,  work  benches  and 
racks  in  a  new  production  facility,  or 
furniture  and  fixtures  in  a  new  office 
building.) 

(4)  Contractor  has  an  established 
policy  for  treating  its  heavy  presses  and 
their  power  supplies  as  separate  asset 
accountability  units.  A  power  supply  is 
replaced  during  the  service  life  of  the 
related  press.  The  Standard  requires 
that,  based  upon  the  contractor’s  policy, 
the  new  power  supply  be  capitalized 
with  appropriate  accounting  for  the 
replaced  unit. 

(b)  Illustrations  of  costs  which  need 
not  be  capitalized.  (1)  The  contractor 
has  an  established  policy  of  capitalizing 
tangible  assets  which  have  a  service  life 
of  2  years  and  a  cost  of  $500.  The 
contractor  acquires  an  asset  with  a 
useful  life  of  18  months  and  a  cost  of 
$5,000.  The  tangible  asset  should  be 
expensed  because  it  does  not  meet  the 
2-year  criterion. 

(2)  The  contractor  establishes  a  new 
assembly  line.  In  outfitting  the  line,  the 
contractor  acquires  $5,000  of  small  tools. 
On  similar  assembly  lines  under  similar 
conditions,  the  original  complement  of 
small  tools  was  expensed  because  the 
complement  was  replaced  annually  as  a 
result  of  loss,  pilferage,  breakage,  and 
physical  wear  and  tear.  Because  the  unit 
of  original  complement  does  not  meet 
the  contractor’s  service  life  criterion  for 
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capitalization  (1  year),  the  small  tools 
may  be  expensed. 

9904.404- 61  Interpretation.  [Reeerved] 

9904.404- 62  Exemption. 

None  for  this  Standard. 

9904.404- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17. 1992.  Contractors  with  prior  CAS- 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor's  next  fidl  Hscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.405  Accounting  for  unallowable 
costa. 

9904.405- 10  [Reserved] 

9904.405- 20  Purpose. 

(a)  The  purpose  of  this  Cost 
Accounting  Standard  is  to  facilitate  the 
negotiation,  audit,  administration  and 
settlement  of  contracts  by  establishing 
guidelines  covering: 

(1)  Identification  of  costs  speciHcally 
described  as  unallowable,  at  the  time 
such  costs  first  become  dehned  or 
authoritatively  designated  as 
unallowable,  and 

(2)  The  cost  accounting  treatment  to 
be  accorded  such  identihed  unallowable 
costs  in  order  to  promote  the  consistent 
application  of  sound  cost  accounting 
principles  covering  ail  incurred  costs. 
The  Standard  is  predicated  on  the 
proposition  that  costs  incurred  in 
carrying  on  the  activities  of  an 
enterprise — regardless  of  the 
allowability  of  such  costs  under 
Government  contracts — are  allocable  to 
the  cost  objectives  with  which  they  are 
identified  on  the  basis  of  their  beneficial 
or  causal  relationships. 

(b)  This  Standard  does  not  govern  the 
allowability  of  costs.  This  is  a  function 
of  the  appropriate  procurement  or 
reviewing  authority. 

9904.405- 30  Definitions. 

(a)  The  following  are  defmitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defmed 
elsewhere  in  this  part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Directly  associated  cost  means 
any  cost  which  is  generated  solely  as  a 
result  of  the  incurrence  of  another  cost, 
and  which  would  not  have  been 
incurred  had  the  other  cost  not  been 
incurred. 


(2)  Expressly  unallowable  cost  means 
a  particular  item  or  type  of  cost  which, 
under  the  express  provisions  of  an 
applicable  law,  relation,  or  contract, 
is  specifically  named  and  stated  to  be 
unallowable. 

(3)  Indirect  cost  means  any  cost  not 
directly  identified  with  a  sin^e  final 
cost  objective,  but  identified  with  two  or 
more  final  cost  objectives  or  with  at 
least  one  intermediate  cost  objective. 

(4)  Unallowable  cost  means  any  cost 
which,  under  the  provisions  of  any 
pertinent  law,  relation,  or  contract, 
cannot  be  included  in  prices,  cost 
reimbursements,  or  settlements  under  a 
Government  contract  to  which  it  is 
allocable. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard;  None. 

9904.405-40  Fundamental  roquIremenL 

(a)  Costs  expressly  unallowable  or 
mutually  agreed  to  be  unallowable, 
including  costs  mutually  agreed  to  be 
unallowable  directly  associated  costs, 
shall  be  identified  and  excluded  from 
any  billing,  claim,  or  proposal  applicable 
to  a  Government  contract. 

(b)  Costs  which  specifically  become 
designated  as  unallowable  as  a  result  of 
a  written  decision  furnished  by  a 
contracting  officer  pursuant  to  contract 
disputes  procedures  shall  be  identified  if 
included  in  or  used  in  the  computation 
of  any  billing,  claim,  or  proposal 
applicable  to  a  Government  contract, 
liiis  identification  requirement  applies 
also  to  any  costs  inciured  for  the  same 
purpose  under  like  circumstances  as  the 
costs  specifically  identified  as 
unallowable  under  either  this  paragraph 
or  paragraph  (a)  of  this  subsection. 

(c)  Costs  which,  in  a  contracting 
officer's  written  decision  furnished 
pursuant  to  contract  disputes 
procedures,  are  designated  as 
unallowable  directly  associated  costs  of 
unallowable  costs  covered  by  either 
paragraph  (a)  or  (b)  of  this  subsection 
shall  be  accorded  the  identification 
required  by  paragraph  (b)  of  this 
subsection. 

(d)  The  costs  of  any  work  project  not 
contractually  authorized,  whether  or  not 
related  to  performance  of  a  proposed  or 
existing  contract,  shall  be  accounted  for, 
to  the  extent  appropriate,  in  a  manner 
which  permits  ready  separation  from  the 
costs  of  authorized  work  projects. 

(e)  All  unallowable  costs  covered  by 
paragraphs  (a)  through  (d)  of  this 
subsection  shall  be  subject  to  the  same 
cost  accounting  principles  governing 
cost  allocability  as  allowable  costs.  In 
circumstances  where  these  unallowable 
costs  normally  would  be  part  of  a 
regular  indirect-cost  allocation  base  or 


bases,  they  shall  remain  in  such  base  or 
bases.  Where  a  directly  associated  cost 
is  part  of  a  category  of  costs  normally 
included  in  an  indirect-cost  pool  that 
will  be  allocated  over  a  base  containing 
the  unallowable  cost  with  which  it  is 
associated,  such  a  directly  associated 
cost  shall  be  retained  in  the  indirect-cost 
pool  and  be  allocated  through  the 
regular  allocation  process. 

(f)  Where  the  total  of  the  allocable 
and  otherwise  allowable  costs  exceeds 
a  limitation-of-cost  or  ceiling-price 
provision  in  a  contract,  full  direct  and 
indirect  cost  allocation  shall  be  made  to 
the  contract  cost  objective,  in 
accordance  with  established  cost 
accounting  practices  and  Standards 
which  reg^arly  govern  a  given  entity's 
allocations  to  Government  contract  cost 
objectives.  In  any  determination  of 
unallowable  cost  overrun,  the  amount 
thereof  shall  be  identified  in  terms  of  the 
excess  of  allowable  costs  over  the 
ceiling  amount,  rather  than  through 
specific  identification  of  particular  cost 
items  or  cost  elements. 

9904.405-50  Techniques  for  application. 

(a)  The  detail  and  depth  of  records 
required  as  backup  support  for 
proposals,  billings,  or  claims  shall  be 
that  which  is  adequate  to  establish  and 
maintain  visibility  of  identified 
unallowable  costs  (including  directly 
associated  costs),  their  accounting 
status  in  terms  of  their  allocability  to 
contract  cost  objectives,  and  the  cost 
accounting  treatment  which  has  been 
accorded  such  costs.  Adherence  to  this 
cost  accoimting  principle  does  not 
require  that  allocation  of  unallowable 
costs  to  final  cost  objectives  be  made  in 
the  detailed  cost  accounting  records.  It 
does  require  that  unallowable  costs  be 
given  appropriate  consideration  in  any 
cost  accounting  determinations 
governing  the  content  of  allocation 
bases  used  for  distributing  indirect  costs 
to  cost  objectives.  Unallowable  costs 
involved  in  the  determination  of  rates 
used  for  standard  costs,  or  for  the 
indirect-cost  bidding  or  billing,  need  be 
identified  only  at  the  time  rates  are 
proposed,  established,  revised  or 
adjusted. 

(b) (1)  The  visibility  requirement  of 
paragraph  (a)  of  this  subsection,  may  be 
satisfied  by  any  form  of  cost 
identification  which  is  adequate  for 
purposes  of  contract  cost  determination 
and  verification.  The  Standard  does  not 
require  such  cost  identification  for 
purposes  which  are  not  relevant  to  the 
determination  of  Government  contract 
cost  Thus,  to  provide  visibility  for 
incurred  costs,  acceptable  alternative 
practices  would  include: 
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(1)  The  segregation  of  unallowable 
costs  in  separate  accounts  maintained 
for  this  purpose  in  the  regular  books  of 
account, 

(ii)  The  development  and  maintenance 
of  separate  accounting  records  or 
workpapers,  or 

(iii)  Ine  use  of  any  less  formal  cost 
accounting  techniques  which  establishes 
and  maintains  adequate  cost 
identification  to  permit  audit  verification 
of  the  accounting  recognition  given 
unallowable  costs. 

(2)  Contractors  may  satisfy  the 
visibility  requirements  for  estimated 
costs  either 

(i)  By  designation  and  description  (in 
backup  data,  workpapers,  etc.)  of  the 
amounts  and  types  of  any  unallowable 
costs  whidi  have  specifically  been 
identified  and  recognized  in  making  the 
estimates,  or 

(ii)  By  description  of  any  other 
estimating  technique  employed  to 
provide  appropriate  recognition  of  any 
unallowable  costs  pertinent  to  the 
estimates. 

(c)  Specific  identification  of 
unaUowable  cost  is  not  required  in 
circumstances  where,  based  upon 
considerations  of  materiality,  the 
Government  and  the  contractcH*  reach 
agreement  on  an  alternate  method  that 
satisfies  the  purpose  of  the  Standard. 

9904^405-60  Illustrations. 

(a)  An  auditor  recommends 
disallowance  of  certain  direct  labor  and 
direct  materials  costs,  for  which  a  billing 
has  been  submitted  under  a  contract,  on 
the  basis  that  these  particular  costs 
were  not  required  for  performance  and 
were  not  authorized  by  the  contract.  The 
contracting  officer  issues  a  written 
decision  which  supports  the  auditor's 
position  that  the  questiwied  costs  are 
unallowable.  Following  receipt  of  the 
contracting  ofiicer’s  decision,  the 
contractor  must  clearly  identify  the 
disallowed  direct  labor  and  direct 
material  costs  in  his  accounting  records 
and  reports  covering  any  subsequent 
submission  which  includes  such  costs. 
Also,  if  the  contractor's  base  for 
allocation  of  any  indirect  cost  pool 
relevant  to  the  sub)ect  contract  consists 
of  direct  labor,  direct  materials,  total 
prime  cost,  total  cost  input,  etc^  he  must 
include  the  disallowed  direct  labor  and 
material  costs  in  his  allocation  base  for 
such  pool.  Had  the  contracting  officer's 
decision  been  against  the  auditor,  the 
contractor  would  not,  of  course,  have 
been  required  to  account  separately  for 
the  costs  questioned  by  the  auditor. 

(b)  A  contractor  incurs,  and 
separately  identifies,  as  a  part  of  his 
manufacturing  overhead,  certain  costs 
which  are  expressly  unallowable  under 


the  existing  and  currently  effective 
regulations.  If  manufacturing  oveihead 
is  regularly  a  part  of  the  contractor's 
base  for  allocation  of  general  and 
administrative  (G&A)  or  other  indirect 
expenses,  the  contractor  must  allocate 
the  G&A  or  other  indirect  expenses  to 
contracts  and  other  final  cost  objectives 
by  means  of  a  base  which  includes  the 
identified  unaUowable  manufacturing 
overhead  costs. 

(c)  An  auditor  recommends 
disallowance  of  the  total  direct  indirect 
costs  attributable  to  an  organizational 
planning  activity.  The  contractor  claims 
that  the  total  of  these  activity  costs  are 
allowable  under  the  Federal  Acquisition 
Regulation  (FAR)  as  "Economic 
planning  costs"  (48  CFR  31.205-12);  the 
auditor  contends  that  they  constitute 
"Oiganization  costs"  (48  CFR  31.205-27) 
and  therefore  are  unallowable.  The 
issue  is  referred  to  the  contracting 
officer  for  resolution  pursuant  to  the 
contract  disputes  clause.  The 
contracting  officer  issues  a  written 
decision  supporting  the  auditor's 
position  that  the  total  costs  questioned 
are  unaUowable  under  the  FAR. 
Following  receipt  of  the  contracting 
officer's  decision,  the  contractor  must 
identify  the  disaUowed  costs  and 
specific  other  costs  incurred  for  the 
same  purpose  in  like  circumstances  in 
any  subsequent  estimating,  cost 
accumulation  or  reporting  for 
Government  contracts,  in  which  such 
costs  are  included.  If  the  contracting 
officer's  decision  had  supported  the 
contractor's  contention,  t^  costs 
questioned  by  the  auditor  would  have 
been  allowable  "Economic  planning 
costs,"  and  the  contractor  would  not 
have  been  required  to  provide  special 
identification. 

(d)  A  defense  contractor  was  engaged 
in  a  program  of  expansion  and 
diversification  of  corporate  activities. 
This  involved  internal  (xnporate 
reorganization,  as  well  as  mergers  and 
acquisiticHis.  All  costs  of  this  activity 
were  charged  by  the  contractor  as 
corporate  or  segment  general  and 
administrative  (G&A)  expense.  In  the 
contractor's  proposals  for  final  Segment 
G&A  rates  (including  corporate  home 
office  aUocations  to  be  applied  in 
determining  allowable  costs  of  its 
defense  contracts  subject  to  48  CFR  part 
31,  the  contractor  identified  and 
excluded  the  expressly  unaUowable 
costs  (as  listed  in  48  CFR  31.205-12) 
incurred  for  incorporation  fees  and  for 
charges  for  special  services  of  outside 
attorneys,  accountants,  promoters,  and 
consultants.  In  addition,  during  the 
course  of  negotiation  of  interim  bidding 
and  billing  G&A  rates,  the  contractor 
agreed  to  classify  as  unallowable 


various  in-house  costs  incurred  for  the 
expansion  program,  and  various  directly 
associated  costs  of  the  identifiable 
unallowable  costs.  On  the  basis  of 
negotiations  and  agreements  between 
the  contractor  and  the  contracting 
officers'  authorized  representatives, 
interim  G&A  rates  were  established, 
based  on  the  net  balance  of  allowable 
G&A  costs.  Application  of  the  rates 
negotiated  to  proposals,  and  on  an 
interim  basis  to  billings,  for  covered 
contracts  constitutes  compliance  with 
the  Standard. 

(e)  An  official  of  a  company,  whose 
salary,  travel,  and  subsistence  expenses 
are  charged  regularly  as  general  and 
administrative  (G&A)  expenses,  takes 
several  business  associates  on  what  is 
clearly  a  business  entertainment  trip. 

The  entertainment  costs  of  such  trips  is 
expressly  unaUowable  because  it 
constitutes  entertainment  expense,  and 
is  separately  identified  by  the 
contractor.  The  contractor  does  not 
regularly  include  his  G&A  expenses  in 
any  inderect-expense  aUocation  base.  In 
these  circumstances,  the  official's  travel 
and  subsistence  expenses  would  be 
directly  associated  costs  for 
identification  with  the  unaUowable 
entertainment  expense.  However,  unless 
this  type  of  activity  constituted  a 
significant  part  of  the  offidal's  regular 
duties  and  responsibilities  on  which  his 
salary  was  based,  no  part  of  the 
official's  salary  would  be  required  to  be 
■identified  as  a  directly  associated  cost 
of  the  unaUowable  entertainment 
expense. 

9904.405- 61  Interpretation.  [Reeervedl 

9904.405- 62  Exemption. 

None  for  this  Standard. 

9904.405- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17. 1992. 

9904.406  Cost  accounting  standard— coet 
accounting  period. 

9904.406- 10  [Reserved] 

9904.406- 20  Purpose. 

The  purpose  of  this  Cost  Accounting 
Standard  is  to  provide  criteria  for  the 
selection  of  the  time  periods  to  be  used 
as  cost  accounting  periods  for  contract 
cost  estimating,  accumulating,  and 
reporting.  This  Standard  will  reduce  the 
effects  of  variations  in  the  flow  of  costs 
within  eadi  cost  accounting  period.  It 
will  also  enhance  objectivity, 
consistency,  and  verifiabiUty,  and 
promote  uniformity  and  comparability  in 
contract  cost  measurements. 
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9904.406>30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  part  90  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Allocate  means  to  assign  an  item 
of  cost,  or  a  group  of  items  of  cost,  to 
one  or  more  cost  objectives.  This  term 
includes  both  direct  assignment  of  cost 
and  the  reassignment  of  a  share  from  an 
indirect  cost  pool. 

(2)  Cost  objective  means  a  function, 
organizational  subdivision,  contract,  or 
other  work  unit  for  which  cost  data  are 
desired  and  for  which  provision  is  made 
to  accumulate  and  measure  the  cost  of 
processes,  products,  jobs,  capitalized 
projects,  etc. 

(3)  F;sca/ year  means  the  accounting 
period  for  which  annual  financial 
statements  are  regularly  prepared, 
generally  a  period  of  12  months,  52 
weeks,  or  53  weeks. 

(4)  Indirect  cost  pool  means  a 
grouping  of  incurred  costs  identified 
with  two  or  more  cost  objectives  but  not 
identihed  specifically  with  any  final  cost 
objective. 

(b)  The  following  modification  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.406-40  Fundamental  requirement 

(a)  A  contractor  shall  use  this  fiscal 
year  as  his  cost  accounting  period, 
except  that: 

(1)  Costs  of  an  indirect  function  which 
exists  for  only  a  part  of  a  cost 
accounting  period  may  be  allocated  to 
cost  objectives  of  that  same  part  of  the 
period  as  provided  in  9904.406-50(a). 

(2)  An  annual  period  other  than  the 
fiscal  year  may,  as  provided  in  9904.406- 
50(d),  be  used  as  the  cost  accounting 
period  if  its  use  is  an  established 
practice  of  the  contractor. 

(3)  A  transitional  cost  accounting 
period  other  than  a  year  shall  be  used 
whenever  a  change  of  fiscal  year  occurs. 

(4)  Where  a  contractor’s  cost 
accounting  period  is  different  from  the 
reporting  period  used  for  Federal  income 
tax  reporting  purposes,  the  latter  may  be 
used  for  such  reporting. 

(b)  A  contractor  shall  follow 
consistent  practices  in  his  selection  of 
the  cost  accounting  period  or  periods  in 
which  any  types  of  expenses  and  any 
types  of  adjustment  to  expense 
(including  prior-period  adjustments)  are 
accumulated  and  allocated. 

(c)  The  same  cost  accounting  period 
shall  be  used  for  accumulating  costs  in 
an  indirect  cost  pool  as  for  establishing 
its  allocation  base,  except  that  the 
contracting  parties  may  agree  to  use  a 


different  period  for  establishing  an 
allocation  base  as  provided  in  9904.406- 
50(e). 

9904.406- 50  TechniquM  for  application. 

(a)  The  cost  of  an  indirect  function 
which  exists  for  only  a  part  of  a  cost 
accounting  period  may  be  allocated  on 
the  basis  of  data  for  that  part  of  the  cost 
accounting  period  if  the  cost  is: 

(1)  Material  in  amount. 

(2)  Accumulated  in  a  separate  indirect 
cost  pool,  and 

(3)  Allocated  on  the  basis  of  an 
appropriate  direct  measure  of  the 
activity  or  output  of  the  function  during 
that  part  of  the  period. 

(b)  The  practices  required  by 

9904.406- 40(b)  of  this  Standard  shall 
include  appropriate  practices  for 
deferrals,  accruals,  and  other 
adjustments  to  be  used  in  identifying  the 
cost  accoimting  periods  among  which 
any  types  of  expense  and  any  types  of 
adjustment  to  expense  are  distributed.  If 
an  expense,  such  as  taxes,  insurance  or 
employee  leave,  is  identified  with  a 
fixed,  recurring,  annual  period  which  is 
different  from  the  contractor's  cost 
accounting  period,  the  Standard  permits 
continued  use  of  that  different  period. 
Such  expenses  shall  be  distributed  to 
cost  accounting  periods  in  accordance 
with  the  contractor’s  established 
practices  for  accruals,  deferrals,  and 
other  adjustments. 

(c)  Indirect  cost  allocation  rates, 
based  on  estimates,  which  are  used  for 
the  purpose  of  expediting  the  closing  of 
contracts  which  are  terminated  or 
completed  prior  to  the  end  of  a  cost 
accounting  period  need  not  be  those 
finally  determined  or  negotiated  for  that 
cost  accounting  period.  They  shall, 
however,  be  developed  to  represent  a 
full  cost  accounting  period,  except  as 
provided  in  paragraph  (a)  of  this 
subsection. 

(d)  A  contractor  may,  upon  mutual 
agreement  with  the  Government,  use  as 
his  cost  accounting  period  a  fixed 
annual  period  other  than  his  fiscal  year, 
if  the  use  of  such  a  period  is  an 
established  practice  of  the  contractor 
and  is  consistently  used  for  managing 
and  controlling  the  business,  and 
appropriate  accruals,  deferrals  or  other 
adjustments  are  made  with  respect  to 
such  annual  periods. 

(e)  The  contracting  parties  may  agree 
to  use  an  annual  period  which  does  not 
coincide  precisely  with  the  cost 
accounting  period  for  developing  the 
data  used  in  establishing  an  allocation 
base:  Provided, 

(1)  The  practice  is  necessary  to  obtain 
significant  administrative  convenience. 

(2)  The  practice  is  consistently 
followed  by  the  contractor. 


(3)  The  annual  period  used  is 
representative  of  the  activity  of  the  cost 
accounting  period  for  which  the  indirect 
costs  to  be  allocated  are  accumulated, 
and 

(4)  The  practice  can  reasonably  be 
estimated  to  provide  a  distribution  to 
cost  objectives  of  the  cost  accounting 
period  not  materially  difierent  fit)m  that 
which  otherwise  would  be  obtained. 

(f)  When  a  transitional  cost 
accoimting  period  is  required  under  the 
provisions  of  9904.406-40(a)(3),  the 
contractor  may  select  any  one  of  the 
following: 

(1)  The  period,  less  than  a  year  in 
length,  extending  from  the  end  of  his 
previous  cost  accounting  period  to  the 
beginning  of  his  next  regular  cost 
accounting  period, 

(2)  A  period  in  excess  of  a  year,  but 
not  longer  than  15  months,  obtained  by 
combining  the  period  described  in 
paragraph  (f)(1)  of  this  subsection  with 
the  previous  cost  accounting  period,  or 

(3)  A  period  in  excess  of  a  year,  but 
not  longer  than  15  months,  obtained  by 
combining  the  period  described  in 
paragraph  (f)(1)  of  this  subsection  with 
the  next  regular  cost  accounting  period. 

A  change  in  the  contractor’s  cost 
accounting  period  is  a  change  in 
accounting  practices  for  which  an 
adjustment  in  the  contract  price  may  be 
required  in  accordance  with  paragraph 
(a)(4)  (ii)  or  (iii)  of  the  contract  clause 
set  out  at  9903.201-4(a). 

9904.406-60  INuatrations. 

(a)  A  contractor  allocates  general 
management  expenses  on  the  basis  of 
total  cost  input.  In  a  proposal  for  a 
covered  negotiated  fixed-price  contract, 
he  estimates  the  allocable  expenses 
based  solely  on  the  estimated  amount  of 
the  general  management  expense  pool 
and  the  amount  of  the  total  cost  input 
base  estimated  to  be  incurred  during  the 
8  months  in  which  performance  is 
scheduled  to  be  commenced  and 
completed.  Such  a  proposal  would  be  in 
violation  of  the  requirements  of  this 
Standard  that  the  calculation  of  the 
amounts  of  both  the  indirect  cost  pools 
and  the  allocation  btses  be  based  on  the 
contractor’s  cost  accounting  period. 

(b)  A  contractor  whose  cost 
accounting  period  is  the  calendar  year, 
installs  a  computer  service  center  to 
begin  operations  on  May  1.  The 
operating  expense  related  to  the  new 
service  center  is  expected  to  be  material 
in  amount,  will  be  accumulated  in  a 
separate  indirect  cost  pool,  and  will  be 
allocated  to  the  benefiting  cost 
objectives  on  the  basis  of  measured 
usage.  The  total  operating  expenses  of 
the  computer  service  center  for  the  8- 
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month  part  of  the  cost  accounting  period 
may  be  allocated  to  the  benefiting  cost 
objectives  of  that  same  8-month  period. 

(c)  A  contractor  changes  his  fiscal 
year  from  a  calendar  year  to  the  12- 
month  period  ending  May  31.  For 
financial  reporting  purposes,  he  has  a  5- 
month  transitional  “fiscal  year.”  The 
same  5-montb  period  must  be  used  as 
the  transitional  cost  accounting  period; 
it  may  not  be  combined  as  provided  in 

9904.406-50(f).  because  the  transitional 
period  would  be  longer  than  15  months. 
The  new  fiscal  year  must  be  adopted 
thereafter  as  his  regular  cost  accounting 
period.  The  change  in  his  cost 
accounting  period  is  a  change  In 
accounting  practices;  adjustments  of  the 
contract  prices  may  thereafter  be 
required  in  accordance  with  paragraph 

(a)(4)  (ii)  or  (iii)  of  the  contract  clause  at 
9g03.201-4(a). 

(d)  Fina^al  reports  to  stockholders 
are  made  on  a  calendar  year  basis  for 
the  entire  contractor  corporation. 
However,  the  contracting  segment  does 
all  internal  financial  planning, 
budgeting,  and  internal  reporting  on  the 
basis  of  a  “model  year.”  The  contracting 
parties  agree  to  use  a  “model  year”  and 
they  agree  to  overhead  rates  on  the 
“model  year”  basis.  They  also  agree  on 
a  technique  for  prorating  fiscal  year 
assignment  of  corporate  home  office 
expenses  between  model  years.  This 
practice  is  permitted  by  the  Standard. 

(e)  Most  financial  accounts  and 
contract  cost  records  are  maintained  on 
the  basis  of  a  fiscal  year  which  ends 
November  30  each  year.  However, 
employee  vacation  allowances  are 
regularly  managed  on  the  basis  of  a 
“vacation  year"  which  ends  September 
30  each  year.  Vacation  expenses  are 
estimated  uniformly  during  each 
“vacation  year.”  Adjustments  are  made 
each  October  to  adjust  the  accrued 
liability  to  actual,  and  the  estimating 
rates  are  modified  to  the  extent  deemed 
appropriate.  This  use  of  a  separate 
annual  period  for  determining  the 
amounts  of  vacation  expense  is 
permitted  under  9904.406~50(b). 

9904.406- 61  tnterpretatkKi.  (Reserved] 

9904.406- 62  Exemption. 

None  for  this  Standard. 

9904.406- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA& 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 


contractor's  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.407  Use  of  standard  costs  for  direct 
materiel  and  direct  labor. 

9904.407- 10  [Reserved) 

9904.407- 20  Purpose. 

(a)  The  purpose  of  this  Cost 
Accounting  Standard  is  to  provide 
criteria  under  which  standard  costs  may 
be  used  for  estimating,  accumulating, 
and  reporting  costs  of  direct  material 
and  direct  labor;  and  to  provide  criteria 
relating  to  the  establishment  of 
standards,  accumulation  of  standard 
costs,  and  accumulation  and  disposition 
of  variances  fi-om  standard  costs. 
Consistent  application  of  these  criteria 
where  standard  costs  are  in  use  will 
improve  cost  measurement  and  cost 
assignment. 

(b)  This  Cost  Accounting  Standard  is 
not  intended  to  cover  the  use  of  pre- 
established  measures  solely  for 
estimating. 

9904.407- 30  PcfIntHons. 

(а)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Chapter  99  shall  have 
the  meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection  requires  othen^se. 

(1)  Labor  cost  at  standard  means  a 
pre-establi^ied  measure  of  the  labor 
element  of  cost,  computed  by 
multiplying  labw^rate  standard  by 
labor-time  standard. 

(2)  Labor-rate  standard  means  a  pre- 
established  measure,  expressed  in 
monetary  terms,  of  the  price  of  labor. 

(3)  Labor-time  standard  means  a  pre- 
established  measure,  expressed  in 
temrporal  terms,  of  the  quantity  of  labor. 

(4)  Material  cost  at  standard  means  a 
pre-established  measure  of  the  material 
element  of  cost,  computed  by 
multiplying  material-price  standard  by 
material-quantity  standard. 

(5)  Material-price  standard  means  a 
pre-established  measure,  expressed  in 
monetary  terms,  of  the  price  of  material. 

(б)  Material-quantity  standard  means 
a  pre-establish^  measure,  expressed  in 
physical  terms,  of  the  quantity  of 
material. 

(7)  Production  unit  means  a  grouping 
of  activities  whkdi  either  uses 
homogeneous  inputs  of  direct  material 
and  direct  labor  or  yields  homogeneous 
outputs  sudi  that  the  costs  or  statistics 
related  to  these  homogeneous  inputs  or 
outputs  are  appropriate  as  bases  for 
allocating  variances. 


(8)  Standard  cost  means  any  cost 
computed  with  the  use  of  pre- 
established  measures. 

(9)  Variance  means  the  difference 
between  a  pre-established  measure  and 
an  actual  measure. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard: 

(1)  Actual  cost.  An  amount 
determined  on  the  basis  of  cost  incurred. 

(2)  [Reserved). 

9904.407- 40  Fundamental  requirement 

Standard  costs  may  be  used  for 
estimating  accumulating,  and  reporting 
costs  of  direct  material  and  direct  labor 
only  when  all  of  the  following  criteria 
are  met: 

(a)  Standard  costs  are  entered  into  the 
books  of  account 

(b)  Standard  costs  and  related 
variances  are  appropriately  accounted 
for  at  the  level  of  the  production  unit. 

(c)  Practices  with  respect  to  the 
setting  and  revising  of  standards,  use  of 
standard  costs,  and  disposition  of 
variances  are  stated  in  writing  and  are 
consistently  followed. 

9904.407- 50  Techniques  (or  appUcatiOft 

(a)(1)  A  contractor's  written  statement 
of  practices  with  respect  to  standards 
shall  include  the  bases  and  criteria 
(such  as  engineering  studies,  experience, 
or  other  supporting  data)  used  in  setting 
and  revising  standards;  the  period 
during  which  standards  are  to  remain 
effective;  the  level  (such  as  ideal  or 
realistic)  at  which  material-quantity 
standard  and  labor-time  standards  are 
set;  and  coixlitions  (sudi  as  those 
expected  to  prevail  at  the  beginning  of  a 
period)  whi(^  material-price  standards 
and  labor-rate  standards  are  designed  to 
reflect. 

(2)  Where  only  either  the  material 
price  or  material  quantity  is  set  at 
standard,  with  the  other  component 
stated  at  actual,  the  result  of  the 
multiplication  shall  be  treated  as 
material  cost  at  standard.  Similarly, 
where  only  either  the  labor  rate  or  labor 
time  is  set  at  standard,  with  the  other 
component  stated  at  actual,  the  result  of 
the  multiplication  shall  be  treated  as 
labor  cost  at  standard. 

(3)  A  labor-rate  standard  may  be  set 
to  cover  a  category  of  direct  labor  only 
if  the  functions  performed  within  that 
category  are  not  materially  disparate 
and  the  employees  involv^  are 
interchangeable  with  respect  to  the 
functHMts  performed. 

(4)  A  labor-rate  standard  may  be  set 
to  covor  a  group  of  direct  labor  woriiers 
who  perform  disparate  functions  only 
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under  either  one  of  the  following 
conditions: 

(1)  Where  that  group  of  workers  all 
work  in  a  single  production  unit  yielding 
homogeneous  outputs  (in  this  case,  the 
same  labor-rate  standard  shall  be 
applied  to  each  worker  in  that  group). 

(ii)  Where  that  group  of  workers,  in 
the  performance  of  their  respective 
functions,  forms  an  integral  team  (in  this 
case,  a  labor-rate  standard  shall  set 
for  each  integral  team). 

(b)  (1)  Material-price  standards  may 
be  used  and  their  related  variances  may 
be  recognized  either  at  the  time 
purchases  of  material  are  entered  into 
the  books  of  account,  or  at  the  time 
material  cost  is  allocated  to  production 
units. 

(2)  Where  material-price  standards 
are  used  and  related  variances  are 
recognized  at  the  time  purchases  of 
material  are  entered  into  the  books  of 
account,  they  shall  be  accumulated 
separately  by  homogeneous  groupings  of 
material.  Examples  of  homogeneous 
groupings  of  material  are: 

(i)  Where  prices  of  all  items  in  that 
grouping  of  material  are  expected  to 
fluctuate  in  the  same  direction  and  at 
substantially  the  same  rate,  or 

(ii)  Where  items  in  that  grouping  of 
material  are  held  for  use  in  a  single 
production  unit  yielding  homogeneous 
outputs. 

(3)  Where  material-price  variances 
are  recognized  at  the  time  purchases  of 
material  are  entered  into  the  books  of 
account,  variances  of  each 
homogeneous  grouping  of  material  shall 
be  allocated  (except  as  provided  in 
paragraph  (b)(4)  of  this  subsection),  at 
least  annually,  to  items  in  purchased- 
items  inventory  and  to  production  imits 
receiving  items  from  that  homogeneous 
grouping  of  material,  in  accordance  with 
either  one  of  the  following  practices, 
which  shall  be  consistently  followed: 

(i)  Items  in  purchased-items  inventory 
bf  a  homogeneous  grouping  of  material 
are  adjusted  from  standard  cost  to 
actual  cost;  the  balance  of  the  material- 
price  variance,  after  reflecting  these 
adjustments,  shall  be  allocated  to 
production  units  on  the  basis  of  the  total 
of  standard  cost  of  material  received 
from  that  homogeneous  grouping  of 
material  by  each  of  the  production  imits; 
or 

(ii)  Items,  at  standard  cost,  in 
puiohased-items  inventory  of  a 
homogeneous  grouping  of  material,  are 
treat^  collectively,  as  a  production 
unit;  the  material-price  variance  shall  be 
allocated  to  production  units  on  the 
basis  of  standard  cost  of  material 
received  from  that  homogeneous 
grouping  of  material  by  each  of  the 
production  units. 


(4)  Where  material-price  variances 
are  recognized  at  the  time  purchases  of 
material  are  entered  into  the  books  of 
account  variances  of  each 
homogeneous  grouping  of  material 
which  are  insigniflcant  may  be  included 
in  appropriate  indirect  cost  pools  for 
allocation  to  applicable  cost  objectives. 

(5)  Where  a  material-price  variance  is 
allocated  to  a  production  unit  in 
accordance  with  paragraph  (b)(3)  of  this 
subsection,  it  may  be  combined  with 
material-quantity  variance  into  one 
material-cost  variance  for  that 
production  unit  A  separate  material- 
cost  variance  shall  be  accumulated  for 
each  production  unit. 

(6)  Where  material-price  variances 
are  recognized  at  the  time  material  cost 
is  allocated  to  production  imits,  these 
variances  and  material-quantity 
variances  may  be  combined  into  one 
material-cost  variance  account 

(c)  Labor-cost  variances  shall  be 
recognized  at  the  time  labor  cost  is 
intn^uced  into  production  units.  Labor- 
rate  variances  and  labor-time  variances 
may  be  combined  into  one  labor-cost 
variance  account  A  separate  labor-cost 
variance  shall  be  accumulated  for  each 
production  unit. 

(d)  A  contractor's  established  practice 
with  respect  to  the  disposition  of 
variances  accumulated  by  production 
unit  shall  be  in  accordance  with  one  of 
the  following  subparagraphs: 

(1)  Variances  are  allocated  to  cost 
objectives  (including  ending  in-process 
inventory)  at  least  annually.  Where  a 
variance  related  to  material  is  allocated, 
the  allocation  shall  be  on  the  basis  of 
the  material  cost  at  standard,  or,  where 
outputs  are  homogeneous,  on  the  basis 
of  units  of  output.  Similarly,  where  a 
variance  related  to  labor  is  allocated, 
the  allocation  shall  be  on  the  basis  of 
the  labor  cost  at  standard  or  labor  hours 
at  standard  or,  where  outputs  are 
homogeneous,  on  the  basis  of  units  of 
output;  or 

(2)  Variances  which  are  immaterial 
may  be  included  in  appropriate  indirect 
cost  pools  for  allocation  to  applicable 
cost  objectives. 

(e)  Where  variances  applicable  to 
covered  contracts  are  allocated  by 
memorandum  worksheet  adjustments 
rather  than  in  the  books  of  account,  the 
bases  used  for  adjustment  shall  be  in 
accordance  with  those  stated  in 
paragraph  (b)(3)  and  paragraph  (d)  of 
this  subsection. 

9904.407-60  IMiwtrations. 

(a)  Contractor  A's  written  practice  is 
to  set  his  material-price  standard  for  an 
item  on  the  basis  of  average  purchase 
prices  expected  to  prevail  during  the 
calendar  year.  For  that  item  whose 


usage  from  month  to  month  is  stable,  a 
purdiase  contract  is  generally  signed  on 
May  1  of  each  year  for  a  1-year 
commitment.  The  current  purchase 
contract  calls  for  a  purchase  price  of  $3 
per  pound;  an  increase  of  5  percent,  or 
156  per  pound,  has  been  announced  by 
the  vendor  when  the  new  purchase 
contract  comes  into  efrect  next  May. 
Contractor  A  sets  his  material-price 
standard  for  this  item  at  $3.10  per  pound 
for  the  year  ([$3.00X4-t-$3.15X8]-r  12). 
Since  Contractor  A  sets  his  mat^al- 
price  standard  in  accordance  with  his 
written  practice,  he  complies  with 
provisiiHis  of  9904.407-40(cl  of  this  Cost 
Accounting  Standard. 

(b)  Contractor  B  accumulates,  in  one 
account,  labor  cost  at  standard  for  a 
department  in  which  several  categories 
of  direct  labor  of  disparate  functions,  in 
different  combinations,  are  used  in  the 
manufacture  of  various  dissimilar 
outputs  of  the  department.  Contractor 
B’s  department  is  not  a  production  unit 
as  defined  in  9904.407-30(a)(7)  of  this 
Cost  Accounting  Standard.  Modifying 
his  practice  so  as  to  comply  with  the 
definition  of  production  unit  in  0904407- 
30(a)(7),  he  could  accumulate  the 
standakl  costs  and  variances 
separately, 

(1)  For  each  of  the  several  categories 
of  direct  labor,  or 

(2)  For  each  of  several 
subdepartments,  with  homogeneous 
output  for  each  of  the  subdepartments. 

(c)  Contractor  C  allocates  variances  at 
the  end  of  each  month.  During  the  month 
of  March,  a  production  unit  has 
accumulated  the  following  data  with 
respect  to  labor 


Using  labor  hours  at  standard  as  the 
base.  Contractor  C  establishes  a  labor- 
cost  variance  rate  of  $.35  per  standard 
labor  hour  ($74KX)  -r-  20,000),  and 
deducts  $2,^  ($.35  X  8,000)  from  the 
labor-cost  variance  account,  leaving  a 
balance  of  $4,200  ($7.000-$2,800). 
Contractor  C’s  practice  complies  with 
provisions  of  9904.407-50(d)(l)  of  this 
Cost  Accounting  Standard. 
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(d)  Contractor  D,  who  uses  materials 
the  prices  of  which  are  expected  to 
fluctuate  at  different  rates,  recognizes 
material-price  variances  at  the  time 
purchases  of  material  are  entered  into 
the  books  of  account.  He  maintains  one 
purchase-price  variance  account  for  the 
whole  plant.  Purchased  items  are 
requisitioned  by  various  production 
units  in  the  plant.  Since  prices  of 
material  are  expected  to  fluctuate  at 
different  rates,  this  plant-wide  grouping 
does  not  constitute  a  homogeneous 
grouping  of  material.  Contractor  D's 
practice  does  not  comply  with 
provisions  of  9904.407-50(b)(2)  of  this 
Cost  Accounting  Standard.  However,  if 
he  would  maintain  several  purchased- 
items  inventory  accounts,  each 
representing  a  homogeneous  grouping  of 
material,  and  maintain  a  material-price 
variance  account  for  each  of  these 
homogeneous  groupings  of  material. 
Contractor  D's  practice  would  comply 
with  9904.407-^b)(2)  of  this  Cost 
Accounting  Standard. 

(e) (1)  Contractor  E  recognizes 
material-price  variances  at  the  time 
purchases  of  material  are  entered  into 
the  books  of  account  and  allocates 
variances  at  the  end  of  each  month. 
During  the  month  of  May,  a 
homogeneous  grouping  of  material  has 
accumulated  the  follewing  data: 


Material 
cost  at 
standard 

Material 

price 

variance 

Inventofy.  May  1 . 

Additions  in  May . 

Total . 

Requisitions: 

Production  Unit  1 . 

Production  Unit  2 . 

Production  Urrit  3 . 

Production  Unit  4 . 

Inventory.  May  31 ... 

$150,000 

1.850.000 

$20,000 

120.000 

2.000.000 

900.000 

450.000 

300.000 

150.000 

140.000 

200.000 

(2)  Contractor  E  establishes  a 

material-price  variance  rate  of  7% 
($140,000  -r  $2,000,000}  and  allocates  as 
follows: 


Material 
cost  at 
standard 

Material 

price 

variance 

rate(%) 

Material 

price 

variance 

allocation 

Production 

Unit  1 . 

$900,000 

$63,000 

Production 

Unit  2 . 

450.000 

31.500 

Production 

Unit  3 . 

300.000 

21.000 

Production 

Unit  4 . 

150.000 

■ 

10.500 

Material 
cost  at 
standard 

Material 
price 
variance 
rate  (%) 

Material 

price 

variance 

allocation 

Erxiing 

inventory 

of 

homoge¬ 
neous 
grouping 
of  material... 

200.000 

7 

14,000 

2.000,000 

140.000 

Contractor  E’s  practice  complies  with 
provisions  of  9904.407-50(b](3)(ii)  of  this 
Cost  Accounting  Standard. 

(f)(1)  Contractor  F  makes  year-end 
adjustments  for  variances  attributable 
to  covered  contracts.  During  the  year 
just  ended,  a  covered  contract  was 
processed  in  four  production  units,  each 
with  homogeneous  outputs.  Data  with 
respect  to  output  and  to  labor  of  each  of 
the  four  production  units  are  as  follows: 


Pro¬ 

duction 

unit 

Total 
units  of 
output 

Total 
units 
used 
by  the 
cov¬ 
ered 
con¬ 
tract 

Total 
labor 
costs  at 
standard 

Total 

labor-cost 

variance 

1 . 

100.000 

30.000 

20.000 

10.000 

$400,000 

900.000 

600,000 

500.000 

$20,000 

30.000 

10.000 

20.000 

2 . ! 

3 . 

4 . 

(2)  Since  the  outputs  of  each 
production  unit  are  homogeneous. 
Contractor  F  uses  the  units  of  output  as 
the  basis  of  making  memorandum 
worksheet  adjustments  concerning 
applicable  variances,  and  establishes 
the  following  figures: 


Labor- 
cost 
vari¬ 
ance 
per 
unit  of 
unit 

Units 
used  by 
the 

covered 

contract 

Labor- 
cost 
variance 
attributa¬ 
ble  to  the 
covered 
contract 

Production  Unit  1 ... 

$0.20 

10.000 

$2,000 

Production  Unit  2 ... 

1.00 

6.000 

Production  Unit  3 ... 

.50 

5.000 

2.500 

Production  Unit  4 ... 

2.00 

4,000 

8.000 

Total  labor- 
cost 
variance 
attributable 
to  the 
covered 
contract . 

18.500 

(3)  Contractor  F  makes  a  year-end 
adjustment  of  $10,500  as  the  labor-cost 
variances  attributable  to  the  covered 
contract.  Contractor  Fs  practice 
complies  with  provisions  of  9904.407- 
50(e)  of  this  Cost  Accounting  Standard. 


9904.407- 61  Interpretation.  [Reserved] 

9904.407- 62  Exemption. 

None  for  this  Standard. 

9904.407- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CAS- 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor's  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.408  Accounting  for  costs  of 
compensated  personal  absence. 

9904.408- 10  [Reserved]. 

9904.408- 20  Purpose. 

The  purpose  of  this  Standard  is  to 
improve,  and  provide  uniformity  in,  the 
measurement  of  costs  of  vacation,  sick 
leave,  holiday,  and  other  compensated 
personal  absence  for  a  cost  accounting 
period,  and  thereby  increase  the 
probability  that  the  measured  costs  are 
allocated  to  the  proper  cost  objectives. 

9904.408- 30  DefinHions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  dehned 
elsewhere  in  this  part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
deHnitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Compensated  personal  absence 
means  any  absence  from  work  for 
reasons  sudh  as  illness,  vacation, 
holidays,  jury  duty  or  military  training, 
or  personal  activities,  for  which  an 
employer  pays  compensation  directly  to 
an  employee  in  accordance  with  a  plan 
or  custom  of  the  employer. 

(2)  Entitlement  means  an  employee's 
right,  whether  conditional  or 
unconditional,  to  receive  a  determinable 
amount  of  compensated  personal 
absence,  or  pay  in  lieu  thereof. 

(b)  The  following  modiHcations  of 
terms  defined  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.408- 40  Fundamental  requirement. 

(a)  The  costs  of  compensated  personal 
absence  shall  be  assigned  to  the  cost 
accounting  period  or  periods  in  which 
the  entitlement  was  earned. 

(b)  The  costs  of  compensated  personal 
absence  for  an  entire  cost  accounting 
period  shall  be  allocated  pro-rata  on  an 
annual  basis  among  the  final  cost 
objectives  of  that  period. 
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9904.408- 50  Technique*  for  application. 

(a)  Determinations.  Each  plan  or 
custom  for  compensated  personal 
absence  shall  be  considered  separately 
in  determining  when  entitlement  is 
earned.  If  a  plan  or  custom  is  changed  or 
a  new  plan  or  custom  is  adopted,  then  a 
new  determination  shall  be  made 
beginning  with  the  first  cost  accounting 
period  to  which  such  new  or  changed 
plan  or  custom  applies. 

(b)  Measurement  of  entitlement  (1) 

For  purposes  of  compliance  with 

9904.408- 40(a),  compensated  personal 
absence  is  earned  at  the  same  time  and 
in  the  same  amount  as  the  employer 
becomes  liable  to  compensate  the 
employee  for  such  absence  if  the 
employer  terminates  the  employee’s 
employment  for  lack  of  work  or  other 
reasons  not  involving  disciplinary 
action,  in  accordance  with  a  plan  or 
custom  of  the  employer.  Where  a  new 
employee  must  complete  a  probationary 
period  before  the  employer  becomes 
liable,  the  employer  may  nonetheless 
treat  such  service  as  creating 
entitlement  in  any  computations 
required  by  this  Standard,  provided  that 
he  does  so  consistently. 

(2)  Where  a  plan  or  custom  provides 
for  entitlement  to  be  determined  as  of 
the  first  calendar  day  or  the  first 
business  day  of  a  cost  accoimting  period 
based  on  service  in  the  preceding  cost 
accounting  period,  the  entitlement  shall 
be  considered  to  have  been  earned,  and 
the  employer's  liability  to  have  arisen, 
as  of  the  close  of  the  preceding  cost 
accounting  period. 

(3)  In  tlie  absence  of  a  determinable 
liability,  in  accordance  with  paragraph 
(b](l]  of  this  subsection,  compensated 
personal  absence  will  be  considered  to 
be  earned  only  in  the  cost  accounting 
period  in  which  it  is  paid. 

(c)  Determination  of  employer's 
liability.  In  computing  the  cost  of 
compensated  personal  absence,  the 
computation  shall  give  effect  to  the 
employer’s  liability  in  accordance  with 
the  following  paragraphs: 

(1)  The  estimated  liability  shall 
include  all  earned  entitlement  to 
compensated  personal  absence  which 
exists  at  the  time  the  liability  is 
determined,  in  accordance  with 
paragraph  (b)  of  this  subsection. 

(2)  The  estimated  liability  shall  be 
reduced  to  allow  for  anticipated 
nonutilization,  if  material. 

(3)  The  liability  shall  be  estimated 
consistently  either  in  terms  of  current  or 
of  anticipated  wage  rates.  Estimates 
may  be  made  with  respect  to  individual 
employees,  but  such  individual 
estimates  shall  not  be  required  if  the 
total  cost  with  respect  to  all  employees 
in  the  plan  can  be  estimated  with 


reasonable  accuracy  by  the  use  of 
sample  data,  experience  or  other 
appropriate  means. 

(d)  Adjustments.  (1)  The  estimate  of 
the  employer’s  liability  for  compensated 
personal  absence  at  the  beginning  of  the 
first  cost  accounting  period  for  which  a 
contractor  must  comply  with  this 
standard  shall  be  based  on  the 
contractor’s  plan  or  custom  applicable 
to  that  period,  notwithstanding  that 
some  part  of  that  liability  has  not 
previously  been  recognized  for  contract 
costing  purposes.  Any  excess  of  the 
amount  of  the  liability  as  determined  in 
accordance  with  paragraph  (c)  of  this 
subsection  over  the  corresponding 
amount  of  the  liability  as  determined  in 
accordance  with  the  contractor’s 
previous  practice  shall  be  held  in 
susprase  and  accounted  for  as 
described  in  subparagraph  (d)(3]  of  this 
subsection. 

(2)  If  a  plan  or  ciistom  is  changed  or  a 
new  plan  or  custom  is  adopted,  and  the 
new  determination  made  in  accordance 
with  paragraph  (a)  of  this  subsection 
results  in  an  increase  in  the  estimate  of 
the  employer’s  liability  for  compensated 
personal  absence  at  the  beginning  of  the 
first  cost  accounting  period  for  which 
the  new  plan  is  efiective  over  the 
estimate  made  in  accordance  with  the 
contractor’s  prior  practice,  then  the 
amount  of  such  increase  shall  be  held  in 
suspense  and  accounted  for  as 
described  in  paragraph  (d)(3)  of  this 
subsection. 

(3)  At  the  close  of  each  cost 
accounting  period,  the  amount  held  in 
suspense  shall  be  reduced  by  the  excess 
of  the  amount  held  in  suspense  at  the 
beginning  of  the  cost  accoimting  period 
over  the  employer’s  liability  (as 
estimated  in  accordance  with  paragraph 
(c)  of  this  subsection)  at  the  end  of  that 
cost  accounting  period.  The  cost  of 
compensated  personal  absence  assigned 
to  that  cost  accounting  period  shall  be 
increased  by  the  amount  of  the  excess. 

(e)  Allocations.  Except  where  the  use 
of  a  longer  or  shorter  period  is  permitted 
by  the  provisions  of  the  Cost  Accounting 
Standard  on  Cost  Accounting  Period 
(9904.406),  the  cost  of  compensated 
personal  absence  shall  be  allocated  to 
cost  objectives  on  a  pro-rata  basis 
which  reflects  the  total  of  such  costs 
and  the  total  of  the  allocation  base  for 
the  entire  cost  accounting  period. 
However,  this  provision  shall  not 
preclude  revisions  to  an  allocation  rate 
during  a  cost  accounting  period  based 
on  revised  estimates  of  period  totals. 

9904.408-60  Nkistrations. 

(a)  Company  A’s  vacation  plan 
provides  that  on  the  anniversary  of  each 
employee’s  hiring  date,  that  employee 


shall  become  eligible  to  receive  a  2- 
week  vacation  with  pay.  Vacation 
entitlement  must  be  used  within  2  years 
or  forfeited.  An  employee  who  leaves 
the  company  voluntarily  will  be  paid  for 
any  remaining  unused  vacation 
entitlement  which  was  earned  through 
the  employee’s  last  anniversary  date. 

An  employee  who  is  laid  off  for  lack  of 
woric  will  also  be  paid  a  pro-rata 
vacation  allowance  for  service  since  the 
employee’s  last  anniversary  date. 
Company  A  accrues  vacation  costs  each 
month  based  on  an  estimate  of  the 
anniversary  years  which  will  be 
completed  in  that  month.  At  the  end  of 
its  cost  accounting  period.  Company  A 
adjusts  its  estimated  liability  to  agree 
with  its  actual  liability  for  completed 
years  of  service  on  an  individual 
employee  basis. 

(1)  In  order  to  comply  with  9904.406- 
50(c),  Company  A  must  increase  its 
estimated  liabihty  for  vacation  pay  at 
all  times  to  include  the  estimated 
additional  amount  which  would  be 
payable  to  employees  in  the  event  of 
layoflf.  The  additional  liability  may  be 
calculated  on  an  individual  employee 
basis  or  it  may  be  estimated  for  the 
employees  as  a  group  by  the  use  of 
sample  or  historical  data. 

(2)  The  following  illustrates  one 
method  of  estimating  Company  A’s 
liability  at  the  end  of  its  cost  accounting 
period,  December  31,  with  respect  to 
individual  employees,  in  accordance 
with  9904.40e-50(c). 

Jone  Doe,  Anniverstuy  date  July  10: 

Unused  endtlement  resulting  from 
completed  service  years,  24  hrs. 
at  $5 - - -  $120 

Full  months  of  service  since  anni¬ 
versary,  5: 


Pro-rata  entitlement  on  lay- 


off=80  hr8.X5/l2=33J 

hra. 

167 

Total  M-......~...~..........».~......< 

287 

Less  estimated  allowance 
forfeitures,  3  Vi  percent 

for 

10 

Net  liability - 

. 

277 

lb)  Company  B  has  a  vacation  plan 
similar  to  Company  A’s  but  Company  B 
does  not  pay  pro-rata  vacation  pay  on 
lay-off  fOT  service  since  the  last 
anniversary  date.  Company  B  must 
include  in  its  estimate  of  its  liability  at 
the  end  of  its  cost  accounting  period 
only  that  unused  vacation  entitlement 
which  results  fitim  completed  years  of 
service,  with  allowance  for  forfeitures  if 
material. 

(c)  Company  Cs  sick  leave  plan 
provides  that  an  employee  will 
accumulate  one-half  day  of  sick  leave 
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entitlement  for  each  full  month  of 
service.  Sick  leave  entitlement  may  be 
accumulated  without  limit,  but  an 
employee  is  paid  for  sick  leave  only 
during  actual  illness;  the  Company  does 
not  pay  for  unused  sick  leave  on  lay-off. 
Despite  the  fact  that  Company  C  might 
be  able  to  estimate  the  amount  which 
will  be  paid  for  sick  leave  in  a  future 
cost  accounting  period  with  a  high 
degree  of  accuracy,  it  has  no  liability  for 
payment  for  unused  sick  leave 
entitlement  in  the  event  of  lay-off. 
Therefore,  in  accordance  with  9904.408- 
50(b)(3),  it  must  assign  to  each  cost 
accounting  period  only  the  costs  of  sick 
leave  which  it  pays  in  that  period. 

(d)  Company  D’s  vacation  plan 
provides  that  on  July  1,  each  employee 
who  has  been  employed  by  the 
Company  for  at  least  1  year  shall  be 
entitled  to  2  weeks  of  vacation.  All 
vacation  must  be  taken  between  July  1 
and  September  30.  An  employee  who 
terminates  after  September  30  and 
before  July  1  receives  no  vacation  pay. 
Company  D  has  a  cost  accounting 
period  which  ends  on  December  31; 
however  Company  D  customarily 
accrues  its  anticipated  liability  for 
vacation  pay  at  July  1  in  12  equal 
installments  over  the  “vacation  year” 
starting  on  July  1  of  the  previous  year 
and  ending  on  June  30  of  the  current 
year.  Company  D  has  no  liability  for 
vacation  pay  at  January  1  or  at 
December  31.  In  accordance  with 
9904.408-50(b)(3).  the  amount  of 
vacation  cost  which  Company  D  must 
assign  to  each  cost  accounting  period  is 
the  amount  of  such  costs  paid  in  that 
period.  Therefore,  Company  D  may  not 
use  the  “vacation  year"  ending  June  30 
to  apportion  these  costs  between  cost 
accounting  periods. 

(e)  Company  E's  cost  accounting 
period  ends  on  December  31.  Its 
vacation  plan  provides  that  on  January 
1,  each  employee  who  has  been 
employed  for  at  least  1  year  shall 
become  entitled  to  2  weeks  of  vacation. 
The  Company  does  not  recognize  a 
liability  for  vacation  pay  at  December  31 
because  an  employee  must  be  employed 
on  January  1  to  be  eligible. 

(1)  Despite  the  requirement  that  the 
employee  also  be  employed  on  January 
1,  the  necessary  service  was  completed 
in  the  preceding  cost  accounting  period. 
If  the  other  terms  of  the  plan  are  such 
that  in  accordance  with  this  Standard. 
Company  E  must  recognize  its  vacation 
costs  on  the  accrual  basis,  then  in 
accordance  with  9904.408-50(b)(2), 
Company  E  must  estimate  its  vacation 
costs  as  if  the  liability  arose  on 
December  31  rather  than  on  the 
following  January  1. 


(2)  Assume  that  Company  E  must 
comply  with  this  Standard  beginning  on 
January  1, 1976.  Assume  that  the 
employees  of  Company  E  earned  $90,000 
in  vacation  pay  in  1975,  all  of  which  will 
be  taken  in  1976.  Assume,  further,  that 
because  of  reduced  employment  levels, 
the  employees  of  Company  E  will  earn 
only  $^,000  in  vacation  pay  in  1976, 
$5,000  of  which  will  be  paid  in  1976 
because  of  layoffs.  The  following 
example  illustrates  the  computation  of 
vacation  pay  costs  for  Company  E  in 
1976: 


1976  beginning  liability: 

With  Standard  (9904.408- 

50(d)(1)) .  $90,000 

Without  Standard .  0 


Amount  to  be  held  in  sus¬ 
pense  (9904.408-50(d)(l)) .  90,000 


1976  ending  liability .  75,000 

Plus:  Paid  in  1976  .  95,000 


Subtotal .  170,000 

Less:  1976  beginning  liability .  90.000 


1976  vacation  cost,  basic 
amount .  80,000 


Amount  in  suspense  at  beginning 

of  1976 .  90,000 

Less:  1976  ending  liability .  75,000 


Suspense  to  be  written  of  in 
1976;  additional  1976  vaca¬ 
tion  cost  (9904.408-50(d)(3))...  15,000 


1976  basic  vacation  cost .  60,000 

Plus:  1976  reduction  of  suspense .  15,000 


1976  total  vacation  cost .  95,000 


(3)  Assume,  further,  that  all  of  the 
vacation  entitlement  which  remained  at 
December  31, 1976  ($75,000),  is  taken  in 
1977.  Also,  Company  E  hires  a 
substantial  number  of  additional 
employees  in  1977,  so  that  the  amount  of 
vacation  entitlement  earned  in  1977  is 
$85,000.  The  following  example 
illustrates  the  computation  of  vacation 
pay  costs  for  Company  E  in  1977: 


1977  ending  liability .  $85,000 

Plus:  Paid  in  1977 .  75,000 

Subtotal .  160,000 

Less;  1977  beginning  liability .  75,000 

1977  vacation  cost,  basic 

amount .  85,000 

Amount  in  suspense  at  beginning 
of  1977  (Note  1) .  75,000 


1977  ending  liability  (Note  1) .  85,000 


1977  basic  vacation  cost .  85,000 

f^us;  reduction  of  suspense  (Note 
1) . . 0 

1977  total  vacation  cost .  85.000 


Note  1 — Because  the  1977  ending  liability 
exceeds  the  amount  in  suspense  at  the 
beginning  of  1977,  there  is  no  reduction  of 
suspense  in  1977. 

(4)  Assume  further,  that  Company  E 
goes  out  of  business  in  1978.  All 
employees  are  terminated  and  paid  both 
for  the  $85,000  vacation  liability  at  the 
end  of  1977  and  an  additional  $40,000 
earned  in  1978.  The  following  example 
illustrates  the  computation  of  vacation 
pay  costs  for  Company  E  in  1978; 


1978  ending  liability .  0 

Plus:  Paid  in  1978 .  $125,000 


Subtotal .  125,000 

Less:  1978  beginning  liability . . 85,000 


1978  vacation  cost,  basic 
amount .  40,000 


Amount  in  suspense  at  begin¬ 
ning  of  1978  .  75,000 

Less:  1978  ending  liability . . 0 


Suspense  to  be  written  off 
in  1978:  additional  1978 
vacation  cost  (9904.408- 
50(d)(3) .  75,000 


1978  basjc  vacation  cost .  40.000 

Plus;  1978  reduction  in  suspense ..  75,000 


1978  total  vacation  cost .  115,000 


(f)  All  of  the  salary  costs  of  Company 
F's  salaried  employees  are  charged  to 
service,  administrative,  or  overhead 
functions.  No  accounting  entries  are 
made  to  segregate  costs  of  compensated 
personal  absence  of  these  employees 
from  their  other  salary  costs,  although 
other  records  are  maintained  to  control 
the  total  amount  of  such  absences. 

(1)  This  policy  does  not  violate  the 
requirement  of  9904.408-40(b)  if  such 
salaries  are  charged  to  overhead  or 
indirect  cost  pools  for  subsequent 
allocation  to  Hnal  cost  objectives  over 
annually  determined  allocation  bases 
which  are  appropriate  for  those  pools. 

(2)  If  the  same  policy  were  followed  in 
the  case  of  engineers  whose  salaries 
were  directly  allocated  to  two  or  more 
final  cost  objectives,  or  to  both 
intermediate  and  final  cost  objectives, 
so  that  costs  of  compensated  personal 
absence  were  charged  directly  to  the 
jobs  on  which  the  individuals  were 
working  when  paid,  then  this  would 
violate  the  requirement  of  9904.408-40(b) 
that  these  costs  be  allocated  among  cost 
objectives  on  the  basis  of  the  costs  of 
the  entire  cost  accounting  period.  Only  if 
all  salaries  were  directly  allocated  to  a 
single  final  cost  objective,  as  might  be 
the  case  with  personnel  assigned  to  an 
overseas  base  for  the  performance  of  a 
single  contract,  would  this  practice  be  in 
accord  with  that  requirement. 
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(g)  Company  G  determines  a 
“charging  rate”  for  each  employee.  The 
charging  rate  includes  an  allowance  for 
compensated  personal  absence  based 
on  average  experience.  As  the  employee 
performs  services,  the  related  cost 
objectives  are  charged  for  the  services 
at  the  charging  rate,  the  employee  is 
paid  at  his  base  rate,  and  the  excess  is 
credited  to  the  accrued  liability  for  each 
beneHt.  As  benefits  are  paid,  the  costs 
are  charged  against  the  accrued 
liabilities.  The  amount  of  each  accrued 
liability  is  adjusted  at  the  end  of  the  cost 
accounting  period,  and  any  difference  is 
adjusted  through  appropriate  overhead 
accounts  in  accordance  with  company 
policy. 

(1)  This  method  is  not  a  violation  of 

9904.408- 40(b}  if  it  results  in  allocating 
the  estimated  annual  costs  of 
compensated  personal  absence  at  a  rate 
which  reflects  the  anticipated  costs  of 
the  entire  cost  accounting  period. 

(2)  The  computation  itself  must 
comply  with  the  criteria  of  9904.408- 
40(a).  For  example,  if  the  terms  of  the 
Company’s  sick  leave  plan  are  such  that 
in  accordance  with  this  Standard,  the 
costs  should  be  recognized  in  the  cost 
accounting  period  when  they  are  paid, 
then  the  computation  should  be 
intended  to  amortize  the  expected  costs 
of  sick  leave  over  the  activity  of  that 
cost  accounting  period,  leaving  no 
accrued  liability  for  sick  leave  at  the 
end  of  the  cost  accounting  period. 

9904.408- 61  Interpretation.  [Reserved] 

9904.408- 62  Exemption. 

This  Standard  shall  not  apply  to 
contracts  and  grants  with  state,  local, 
and  Federally  recognized  Indian  Tribal 
Governments. 

9904.408- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.409  Cost  accounting  standard— 
depreciation  of  tangible  capital  assets. 

9904.409- 10  [Reserved] 

9904.409- 20  Purpose. 

The  purpose  of  this  Standard  is  to 
provide  criteria  and  guidance  for 
assigning  costs  of  tangible  capital  assets 
to  cost  accounting  periods  and  for 


allocating  such  costs  in  cost  objectives 
within  such  periods  in  an  objective  and 
consistent  manner.  The  Standard  is 
based  on  the  concept  that  depreciation 
costs  identified  with  cost  accounting 
periods  and  benefiting  cost  objectives 
within  periods  should  be  a  reasonable 
measure  of  the  expiration  of  service 
potential  of  the  tangible  assets  subject 
to  depreciation.  Ac&erence  to  this 
Standard  should  provide  a  systematic 
and  rational  flow  of  the  costs  of  tangible 
capital  assets  to  benefltted  cost 
objectives  over  the  expected  service 
lives  of  the  assets.  This  Standard  does 
not  cover  nonwasting  assets  or  natural 
resources  which  are  subject  to 
depletion. 

9904.409- 30  Definition*. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  deflned 
elsewhere  in  this  Chapter  99  shall  have 
the  meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Residual  value  means  the  proceeds 
(less  removal  and  disposal  costs,  if  any) 
realized  upon  disposition  of  a  tangible 
capital  asset.  It  usually  is  measured  by 
the  net  proceeds  from  the  sale  or  other 
disposition  of  the  asset,  or  its  fair  value 
if  the  asset  is  traded  in  on  another  asset. 
The  estimated  residual  value  is  a 
current  forecast  of  the  residual  value. 

(2)  Service  life  means  the  period  of 
usefulness  of  a  tangible  asset  (or  group 
of  assets)  to  its  current  owner.  The 
period  may  be  expressed  in  units  of  time 
or  output.  The  estimated  service  life  of  a 
tangible  capital  asset  (or  group  of 
assets)  is  a  current  forecast  of  its  service 
life  and  is  the  period  over  which 
depreciation  cost  is  to  be  assigned. 

(3)  Tangible  capital  asset  means  an 
asset  that  has  physical  substance,  more 
than  minimal  value,  and  is  expected  to 
be  held  by  an  enterprise  for  continued 
use  or  possession  beyond  the  current 
accounting  period  for  the  services  it 
yields. 

(b)  The  following  modifications  of 
terms  deflned  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.409- 40  Fundamental  requirement 

(a)  The  depreciable  cost  of  a  tangible 
capital  asset  (or  group  of  assets)  shall  be 
assigned  to  cost  accounting  periods  in 
accordance  with  the  following  criteria: 

(1)  The  depreciable  cost  of  a  tangible 
capital  asset  shall  be  its  capitalized  co  d 
less  its  estimated  residual  value. 

(2)  The  estimated  service  life  of  a 
tangible  capital  asset  (or  group  of 
assets)  shall  be  used  to  determine  the 
cost  accounting  periods  to  which  the 
depreciable  cost  will  be  assigned. 


(3)  The  method  of  depreciation 
selected  for  assigning  the  depreciable 
cost  of  a  tangible  capital  asset  (or  group 
of  assets)  to  the  cost  accounting  periods 
representing  its  estimated  service  life 
shall  reflect  the  pattern  of  consumption 
of  services  over  the  life  of  the  asset. 

(4)  The  gain  or  loss  which  is 
recognized  upon  disposition  of  a 
tangible  capital  asset  shall  be  assigned 
to  the  cost  accounting  period  in  which 
the  disposition  occurs. 

(b)  llie  annual  depreciation  cost  of  a 
tangible  capital  asset  (or  group  of 
assets)  shall  be  allocated  to  cost 
objectives  for  which  it  provides  service 
in  accordance  with  the  following 
criteria: 

(1)  Depreciation  cost  may  be  charged 
directly  to  cost  objectives  only  if  su^ 
charges  are  made  on  the  basis  of  usage 
and  only  if  depreciation  costs  of  all  like 
assets  used  for  similar  purposes  are 
charged  in  the  same  manner. 

(2)  Where  tangible  capital  assets  are 
part  of,  or  function  as,  cm  organizational 
unit  whose  costs  are  charged  to  other 
cost  objectives  based  on  measurement 
of  the  services  provided  by  the 
organizational  unit,  the  depreciation 
cost  of  such  assets  shall  be  included  as 
part  of  the  cost  of  the  organizational 
unit. 

(3)  Depreciation  costs  which  are  not 
allocated  in  accordance  with  paragraph 
(b)  (1)  or  (2)  of  this  subsection,  shall  be 
included  in  appropriate  indirect  cost 
pools. 

(4)  The  gain  or  loss  which  is 
recognized  upon  disposition  of  a 
tangible  capital  asset,  where  material  in 
amount,  shall  be  allocated  in  the  same 
manner  as  the  depreciation  cost  of  the 
asset  has  been  or  would  have  been 
allocated  for  the  cost  accounting  period 
in  which  the  disposition  occurs.  Where 
such  gain  or  loss  is  not  material,  the 
amount  may  be  included  in  an 
appropriate  indirect  cost  pool. 

9904.409-50  TecttnIqtiM  for  application. 

(a)  Determination  of  the  appropriate 
depreciation  charges  involves  estimates 
both  of  service  life  and  of  the  likely 
pattern  of  consumption  of  services  in  the 
cost  accounting  periods  included  in  such 
life.  In  selecting  service  life  estimates 
and  in  selecting  depreciation  methods, 
many  of  the  same  physical  and 
economic  factors  should  be  considered. 
The  following  are  among  the  factors 
which  may  be  taken  into  account: 
Quantity  and  quality  of  expected  output, 
and  the  timing  thereof;  costs  of  repair 
and  maintenance,  and  the  timing 
thereof;  standby  or  incidental  use  and 
the  timing  thereof;  and  technical  or 
economic  obsolescence  of  the  asset  (or 
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group  of  assets),  or  of  die  product  or 
service  it  is  involved  in  producing. 

(b)  Depreciation  of  a  tangible  capital 
asset  shall  begin  when  the  asset  and 
any  others  on  whidi  its  effective  use 
depends  are  ready  for  use  in  a  normal  or 
acceptable  fashion.  However,  where 
partial  utilization  of  a  tangible  capital 
asset  is  identified  with  a  specific 
operation,  depreciation  shall  commence 
on  any  portion  of  the  asset  which  is 
substantially  completed  and  used  for 
that  operation.  Depreciable  spare  parts 
which  are  required  for  the  operation  of 
such  tangible  capital  assets  shall  be 
accounted  for  over  the  service  life  of  the 
assets. 

(c)  A  consistent  policy  shall  be 
followed  in  determining  the  depreciable 
cost  to  be  assigned  to  ^e  beginning  and 
ending  cost  accounting  periods  of  asset 
use.  Ibe  policy  may  provide  for  any 
reasonable  starting  and  ending  dates  in 
computing  the  first  and  last  year 
depreciable  cost. 

(d)  Tangible  capital  assets  may  be 
accounted  for  by  treating  each 
individual  asset  as  an  accounting  unit, 
or  by  combining  two  or  more  assets  as  a 
single  accounting  unit,  provided  such 
treatment  is  consistently  applied  over 
the  service  life  of  the  asset  or  group  of 
assets. 

(e)  Estimated  service  lives  initially 
established  for  tangible  capital  assets 
(or  groups  of  assets]  shall  be  reasonable 
approximations  of  their  expected  actual 
periods  of  usefulness,  considering  the 
factors  mentioned  in  paragraph  (a)  of 
this  subsection.  The  estimate  of  the 
expected  actual  periods  of  usefulness 
need  not  include  the  additional  period 
tangible  capital  assets  are  retained  for 
standby  or  incidental  use  where 
adequate  records  are  maintained  which 
reflect  the  withdrawal  from  active  use. 

(1)  The  expected  actual  periods  of 
usefulness  shall  be  those  periods  which 
are  suported  by  records  of  either  past 
retirement  or,  where  available, 
withdrawal  from  active  use  (and 
retention  for  standby  or  incidental  use) 
for  like  assets  (or  groups  of  assets)  used 
in  similar  circumstances  appropriately 
modified  for  specifically  identified 
factors  expected  to  influence  future 
lives.  The  factors  which  can  be  used  to 
modify  past  experience  include: 

(1)  Changes  in  expected  physical 
usefulness  horn  that  which  has  been 
experienced  such  as  changes  in  the 
quantity  and  quality  of  expected  output. 

(ii)  Changes  in  expected  economic 
usefulness,  such  as  changes  in  expected 
technical  or  economic  obsolescence  of 
the  asset  (or  group  of  assets),  or  of  the 
product  or  service  produced. 

(2)  Supporting  re<xmis  shall  be 
maintained  which  are  adequate  to  show 


the  age  at  retirement  or,  if  the  contractor 
so  chooses,  at  withdrawal  from  active 
use  (and  retention  for  standby  or 
incidental  use)  for  a  sample  of  assets  for 
each  signiHcant  category.  Whether 
assets  are  accounted  for  individually  or 
by  groups,  the  basis  for  estimating 
service  life  shall  be  predicated  on 
supporting  records  of  experienced  lives 
for  either  individual  assets  or  any 
reasonable  grouping  of  assets  as  long  as 
that  basis  is  consisently  used.  The 
burden  shall  be  on  the  contractor  to 
justify  estimated  service  lives  which  are 
shorter  than  such  experienced  lives. 

(3)  The  records  required  in 
subparagraphs  (e)  (1)  and  (2)  of  this 
subsection,  if  not  available  on  the  date 
when  the  requirements  of  this  Standard 
must  first  be  followed  by  a  contractor, 
shall  be  developed  from  current  and 
historical  fixed  asset  records  and  be 
available  following  the  second  fiscal 
year  after  that  date.  They  shall  be  used 
as  a  basis  for  estimates  of  service  lives 
of  tangible  capital  assets  acquired 
thereafter.  Estimated  service  lives  used 
for  financial  accounting  purposes  (or 
other  accounting  purposes  where 
depreciation  is  not  recorded  for 
financial  accounting  purposes  for  some 
non-commercial  organizations),  if  not 
unreasonable  under  the  criteria 
specified  in  paragraph  (e)  of  this 
subsection,  shall  be  us^  until  adequate 
supporting  records  are  available. 

(4)  Estimated  service  lives  for  tangible 
capital  assets  for  which  the  contracts 
has  no  available  data  or  no  prior 
experience  for  similar  assets  shall  be 
established  based  on  a  projection  of  the 
expected  actual  period  of  usefulness, 
but  shall  not  be  less  than  asset  guideline 
periods  (mid-range)  established  for  asset 
guideline  classes  under  Internal 
Revenue  Procedures  which  are  in  effect 
as  of  the  first  day  of  the  cost  accounting 
period  in  which  the  assets  are  acquired. 
Use  of  this  alternative  procedure  shall 
cease  as  soon  as  the  contractor  is  able 
to  develop  estimates  which  are 
appropriately  supported  by  this  own 
experience. 

(5)  The  contracting  parties  may  agree 
on  the  estimated  service  life  of 
individual  tangible  capital  assets  where 
the  unique  purpose  for  vdiich  the 
equipment  was  acquired  or  other  special 
circumstances  warrant  a  shorter 
estimated  service  life  than  the  life 
determined  in  accordance  with  the  other 
provisions  of  this  9904.409-50(e)  and 
where  the  shorter  life  can  be  reasonably 
predicted. 

(f)(1)  the  method  of  depreciation  used 
for  financial  accounting  purposes  (or 
other  accounting  purposes  where 
depreciation  is  not  recorded  for 


financial  accounting  purposes)  shall  be 
used  for  contract  costing  unless: 

(1)  Sud)  method  does  not  reasonably 
reflect  the  expected  consmnption  of 
services  for  the  tangible  capital  asset  (or 
group  of  assets)  to  which  applied,  or 

(ii)  The  method  is  unacceptal:^  for 
Federal  income  tax  purposes. 

If  the  contractors’  method  of 
depreciation  used  for  financial 
accounting  purposes  (or  other 
accounting  purposes  as  provided  above) 
does  not  reasonably  reflect  the  expected 
consumption  of  services  or  is 
unacceptable  for  Federal  income  tax 
purposes,  he  shall  establish  a  method  of 
depreciation  for  contract  costing  which 
meets  these  criteria,  in  accordance  with 
subparagraph  (f)(3)  of  this  subsection. 

(2)  After  the  date  of  initial 
applicability  of  this  Standard,  selection 
of  methods  of  depreciation  for  newly 
acquired  tangible  capital  assets,  which 
are  different  from  the  methods  currently 
being  used  for  like  assets  in  similar 
circumstances,  shall  be  supported  by 
projections  of  the  expected  consumption 
of  services  of  those  assets  (or  groups  of 
assets)  to  which  the  different  methods  of 
depreciation  shall  apply.  Support  in 
accordance  with  paragraph  (f)(3)  of  this 
subsection  shall  be  based  on  the 
expected  consumption  of  services  of 
either  individual  assets  or  any 
reasonable  grouping  of  assets  as  long  as 
the  basis  selected  for  grouping  assets  is 
consistently  used. 

(3)  The  expected  consumpticHi  of  asset 
services  over  the  estimated  service  life 
of  a  tangible  capital  asset  (or  group  of 
assets)  is  influenced  by  the  factors 
mentioned  in  paragraph  (a)  of  this 
subsection  which  affect  either  potential 
activity  or  potential  output  of  the  asset 
(or  group  of  assets).  These  factors  may 
be  measured  by  the  expected  activity  or 
the  expected  physical  output  of  the 
assets,  as  for  example:  Hours  of 
operation,  number  of  operations 
performed,  number  of  units  produced,  or 
number  of  miles  traveled.  An  acceptable 
surrogate  for  expected  activity  or  output 
might  be  a  monetary  measure  of  that 
activity  or  output  generated  by  use  of 
tangible  capital  assets,  such  as 
estimated  labor  dollars,  total  cost 
incurred  or  total  revenues,  to  the  extent 
that  sudi  monetary  measures  can 
reasonably  be  related  to  the  usage  of 
specific  tangible  capital  assets  (or 
groups  of  assets).  In  the  absence  of 
reliable  data  for  the  measurement  or 
estimation  of  the  consunq;}tion  of  asset 
services  by  the  techniques  mentioned, 
the  expected  consumption  of  services 
may  be  represented  by  the  passage  of 
time.  The  appropriate  method  of 
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depreciation  should  be  selected  as 
follows: 

(i)  An  accelerated  method  of 
depreciation  is  appropriate  where  the 
expected  consumption  of  asset  services 
is  significantly  greater  in  early  years  of 
asset  life. 

(ii)  The  straight-line  method  of 
depreciation  is  appropriate  where  the 
expected  consumption  of  asset  services 
is  reasonably  level  over  the  service  life 
of  the  asset  (or  group  of  assets). 

(g)  The  estimated  service  life  and 
method  of  depreciation  to  be  used  for  an 
original  complement  of  low-cost 
equipment  shall  be  based  on  the 
expected  consumption  of  services  over 
the  expected  useful  life  of  the 
complement  as  a  whole  and  shall  not  be 
based  on  the  individual  items  which 
form  the  complement. 

(h)  Estimated  residual  values  shall  be 
determined  for  all  tangible  capital  assets 
(or  groups  of  assets).  For  tangible 
personal  property,  only  estimated 
residual  values  which  exceed  ten 
percent  of  the  capitalized  cost  of  the 
asset  (or  group  of  assets)  need  be  used 
in  establishing  depreciable  costs.  Where 
either  the  declining  balance  method  of 
depreciation  or  the  class  life  asset 
depreciation  range  system  is  used 
consistent  with  the  provisions  of  this 
Standard,  the  residual  value  need  not  be 
deducted  from  capitalized  cost  to 
determine  depreciable  costs.  No 
depreciation  cost  shall  be  charged 
which  would  significantly  reduce  book 
value  of  a  tangible  capital  asset  (or 
group  of  assets)  below  its  residual  value. 

(i)  Estimates  of  service  life, 
consumption  of  services,  and  residual 
value  shall  be  reexamined  for  tangible 
capital  assets  (or  groups  of  assets) 
whenever  circumstances  change 
signiflcantly.  Where  changes  are  made 
to  the  estimated  service  life,  residual 
value,  or  method  of  depreciation  during 
the  life  of  a  tangible  capital  asset,  the 
remaining  depreciable  costs  for  cost 
accounting  purposes  shall  be  limited  to 
the  undepreciated  cost  of  the  assets  and 
shall  be  assigned  only  to  the  cost 
accounting  period  in  which  the  change  is 
made  and  to  subsequent  periods. 

(j) (l)  Gains  and  losses  on  disposition 
of  tangible  capital  assets  shall  be 
considered  as  adjustments  of 
depreciation  costs  previously  recognized 
and  shall  be  assigned  to  the  cost 
accounting  period  in  which  disposition 
occurs  except  as  provided  in 
subparagraphs  (j)  (2)  and  (3)  of  this 
subsection.  The  gain  or  loss  for  each 
asset  disposed  of  is  the  difference 
between  the  net  amount  realized, 
including  insurance  proceeds  in  the 
event  of  involuntary  conversion,  and  its 
undepreciated  balance.  However,  the 


gain  to  be  recognized  for  contract 
costing  purposes  shall  be  limited  to  the 
difference  between  the  original 
acquisition  cost  of  the  asset  and  its 
undepreciated  balance. 

(2)  Gains  and  losses  on  the  disposition 
of  tangible  capital  assets  shall  not  be 
recognized  where: 

(i)  Assets  are  grouped  and  such  gains 
and  losses  are  processed  through  the 
accumulated  depreciation  account,  or 

(ii)  The  asset  is  given  in  exchange  as 
part  of  the  purchase  price  of  a  similar 
asset  and  the  gain  or  loss  is  included  in 
computing  the  depreciable  cost  of  the 
new  asset. 

Where  the  disposition  results  from  an 
involuntary  conversion  and  the  asset  is 
replaced  by  a  similar  asset,  gains  and 
losses  may  either  be  recognized  in  the 
period  of  disposition  or  used  to  adjust 
the  depreciable  cost  base  of  the  new 
asset. 

(3)  The  contracting  parties  may 
account  for  gains  and  losses  arising 
from  mass  or  extraordinary  dispositions 
in  a  manner  which  will  result  in 
treatment  equitable  to  all  parties. 

(4)  Gains  and  losses  on  disposition  of 
tangible  capital  assets  transferred  in 
other  than  an  arms-length  transaction 
and  subsequently  disposed  of  within  12 
months  from  the  date  of  transfer  shall  be 
assigned  to  the  transferor. 

(k)  Where,  in  accordance  with 

9904.409- 40(b)(l),  the  depreciation  costs 
of  like  tangible  capital  assets  used  for 
similar  purposes  are  directly  charged  to 
cost  objectives  on  the  basis  of  usage, 
average  charging  rates  based  on  cost 
shall  be  established  for  the  use  of  such 
assets.  Any  variances  between  total 
depreciation  cost  charged  to  cost 
objectives  and  total  depreciation  cost 
for  the  cost  accoimting  period  shall  be 
accounted  for  in  accordance  with  the 
contractor’s  established  practice  for 
handling  such  variances. 

(l)  Practices  for  determining 
depreciation  methods,  estimated  service 
lives  and  estimated  residual  values  need 
not  be  changed  for  assets  acquired  prior 
to  compliance  with  this  Standard  if 
otherwise  acceptable  under  applicable 
procurement  regulations.  However,  if 
changes  are  effected  such  changes  must 
conform  to  the  criteria  established  in 
this  Standard  and  may  be  effected  on  a 
prospective  basis  to  cover  the 
undepreciated  balance  of  cost  by 
agreement  between  the  contracting 
parties  pursuant  to  negotiation  under 
subdivision  (a)(4)  (ii)  or  (hi)  of  the 
contract  clause  set  out  at  9903.201-4(a). 

9904.409- 60  Illustrations. 

The  following  examples  are 
illustrative  of  the  provisions  of  this 
Standard. 


(a)  Companies  X,  Y,  and  Z  purchase 
identical  milling  machines  to  be  used  for 
similar  purposes. 

(1)  Company  X  estimates  service  life 
for  tangible  capital  assets  on  an 
individual  asset  basis.  Its  experience 
with  similar  machines  is  that  the 
average  replacement  period  is  14  years. 
Under  the  provisions  of  the  Standard, 
Company  X  shall  use  the  estimated 
service  life  of  14  years  for  the  milling 
machine  unless  it  can  demonstrate 
changed  circumstances  or  new 
circumstances  to  support  a  different 
estimate. 

(2)  Company  Y  estimates  service  life 
for  tangible  capital  assets  by  grouping 
assets  of  the  same  general  kind  and  with 
similar  service  lives.  Accordingly,  all 
machine  tools  are  accounted  for  as  a 
single  group.  The  average  replacement 
life  for  machine  tools  for  Company  Y  is 
12  years.  In  accordance  with  the 
provisions  of  the  Standard,  Company  Y 
shall  use  a  life  of  12  years  for  the 
acquisition  unless  it  can  support  a 
different  estimate  for  the  entire  group. 

(3)  Company  Z  estimates  service  life 
for  tangible  capital  assets  by  grouping 
assets  according  to  use  without  regard 
to  service  lives.  Accordingly,  all 
machinery  and  equipment  is  accounted 
for  as  a  single  group.  The  average 
replacement  life  for  machinery  and 
equipment  in  Company  Z  is  10  years.  In 
accordance  with  the  provisions  of  the 
Standard,  Company  Z  shall  use  an 
estimated  service  life  of  ten  years  for 
the  acquisition  imless  it  can  support  a 
different  estimate  for  the  entire  group. 

(b)  Company  X  desires  to  charge 
depreciation  of  the  milling  machine 
described  in  paragraph  (a)  of  this 
subsection,  directly  to  final  cost 
objectives.  Usage  of  the  milling  machine 
can  be  measured  readily  based  on  hours 
of  operation.  Company  X  may  charge 
depreciation  cost  directly  on  a  unit  of 
time  basis  provided  he  uses  one 
depreciation  charging  rate  for  all  like 
milling  machines  in  the  machine  shop 
and  charges  depreciation  for  all  such 
milling  machines  directly  to  beneHting 
cost  objectives. 

(c)  A  contractor  acquires,  and 
capitalizes  as  an  asset  accountability 
imit,  a  new  lathe.  Hie  estimated  service 
life  is  10  years  for  the  lathe.  He  acquires, 
and  capitalizes  as  an  original 
complement  of  low-cost  equipment 
related  to  the  lathe,  a  collection  of  tool 
holders,  chucks,  indexing  heads, 
wrenches,  and  the  like.  Although 
individual  items  comprising  the 
complement  have  an  average  life  of  6 
years,  replacements  of  these  items  will 
be  made  as  needed  and,  therefore,  the 
expected  useful  life  of  the  complement  is 
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equal  to  the  life  of  the  lathe.  An 
estimated  service  life  of  10  years  should 
be  used  for  the  original  complement. 

(d)  A  contractor  acquires  a  test 
facility  with  an  estimated  physical  life 
of  10  years,  to  be  used  on  contracts  for  a 
new  program.  The  test  facility  was 
acquired  for  $5  million.  It  is  expected 
that  the  program  will  be  completed  in  6 
years  and  the  test  facility  acquired  is 
not  expected  to  be  required  for  other 
products  of  the  contractor.  Although  the 
facility  will  last  10  years,  the  contracting 
parties  may  agree  in  advance  to 
depreciate  the  facility  over  6  years. 

(e)  Contractor  acquires  a  building  by 
donation  from  its  local  Government  The 
building  had  been  purchased  new  by 
another  company  and  subsequently 
acquired  by  the  local  Government 
Contractor  capitalizes  the  building  at  its 
fair  value.  Under  the  Standard  the 
depreciable  cost  of  the  asset  based  on 
that  value  may  be  accounted  for  over  its 
estimated  service  life  and  allocated  to 
cost  obiectives  in  accordance  with 
contractor’s  cost  allocation  practices. 

(f)  A  major  item  of  equipment  which 
was  acquired  prior  to  the  applicability 
of  this  Standard  was  estimated,  at 
acquisition,  to  have  a  service  life  of  12 
years  and  a  residual  value  of  no  more 
than  10  percent  of  acquisition  cost  After 
4  years  of  service,  during  which  time 
this  Standard  has  become  applicable,  a 
change  in  the  production  situation 
results  in  a  well-supported 
determination  to  shorten  the  estimated 
service  life  to  a  total  of  7  years.  The 
revised  estimated  residual  value  is  15 
percent  of  acquisition  cost.  The  annual 
depreciation  charges  based  on  this 
particular  asset  will  be  appropriately 
increased  to  amortize  the  remaining 
cost,  less  the  current  estimate  of 
residual  value,  over  the  remaining  3 
years  of  expected  usefulness.  This 
change  is  not  a  change  of  cost 
accounting  practice,  but  a  correction  of 
numeric  estimates.  The  requirement  of 

9904.409-50(1)  for  an  adjustment 
pursuant  to  subdivision  (a)(4)  (ii)  or  (iii) 
of  the  CAS  clause  does  not  apply. 

(g)  The  support  required  by  9904.409- 
50(e)  can,  in  all  likelihood,  be  derived  by 
sampling  from  almost  any  reasonable 
fixed  asset  records.  Of  course,  the  more 
complete  the  data  in  the  records  which 
are  available,  the  more  cooHdence  there 
can  be  in  determinations  of  asset 
service  lives.  The  following  descriptions 
of  sampling  methods  are  illustrations  of 
techniques  which  may  be  useful  even 
with  limited  fixed  asset  records. 

(1)  A  company  maintains  an  Inventory 
of  assets  in  use.  The  company  should 
select  a  sampling  time  period  which, 
preferably,  is  significantly  longer  than 
the  anticipated  life  of  the  assets  for 


which  lives  are  to  be  established.  Of 
course,  the  inventory  must  be  available 
for  each  year  in  the  sampling  time 
period.  Tbe  company  would  then  select 
a  randon  sample  of  items  in  each  year 
except  the  most  recent  year  of  the  time 
period.  Each  item  in  the  sample  would 
be  compared  to  the  subsequent  year’s 
inventory  to  determine  if  the  asset  is 
still  in  service;  if  not,  then  the  asset  had 
been  retired  in  the  year  from  which  the 
sample  was  drawn.  The  item  is  then 
traced  to  prior  year  inventories  to 
determine  the  year  in  which  acquired. 

Note:  Sufficient  items  must  be  drawn  in 
each  year  to  ensure  an  adequate  sample. 

(2)  A  company  maintains  an  inventory 
of  assets  in  use  and  also  has  a  record  of 
retirements.  In  this  case  the  company 
does  not  have  to  compare  the  sample  to 
subsequent  years  to  determine  if 
disposition  has  occurred.  As  in  Example 
(g)(1)  of  this  subsection,  the  sample 
items  are  traced  to  prior  years  to 
determine  the  year  in  which  acquired. 

(3)  A  company  maintains  retirement 
records  which  show  acquisition  dates. 
The  company  should  select  a  sampling 
time  period  which,  preferably,  is 
significantly  longer  than  the  anticipated 
life  of  the  assets  for  which  lives  are  to 
be  estimated.  The  company  would  then 
select  a  random  sample  of  items  retired 
in  each  year  of  the  sampling  time  period 
and  tabulate  age  at  requirement. 

(4)  A  company  maintains  only  a 
record  of  acquisitions  for  each  year.  The 
company  should  select  a  random  sample 
of  items  acquired  in  the  most  recent 
complete  year  and  determine  from 
current  records  or  observations  whether 
each  item  is  currently  in  service.  The 
acquisitions  of  each  prior  year  should  be 
samples  in  turn  to  detemine  if  sample 
items  are  currently  in  service.  This 
sampling  should  performed  for  a  time 
period  significantly  longer  than  the 
anticipated  life  of  assets  for  which  the 
lives  are  to  be  established,  but  can  be 
discontinued  at  the  point  at  which 
sample  items  no  longer  appear  in 
current  use.  From  the  data  obtained, 
mortality  tables  can  be  constructed  to 
determine  average  asset  life. 

(5)  A  company  does  not  maintain 
accounting  records  on  fully  depreciated 
assets.  However,  property  records  are 
maintained,  and  such  records  are 
retained  for  3  years  after  disposition  of 
an  asset  in  groups  by  year  of 
disposition.  An  analysis  of  these 
retirements  may  be  made  by  selecting 
the  larger  dollar  items  for  each  category 
of  assets  for  which  lives  are  to  be 
determined  (for  example,  at  least  75 
percent  of  the  acquisition  values  retired 
each  year).  The  cases  cited  above  are 
only  examples  and  many  other 


examples  could  have  been  used.  Also,  in 
any  example,  a  company's  individual 
circumstances  must  be  considered  in 
order  to  take  into  account  possible 
biased  results  because  of  changes  in 
organizations,  products,  acquisition 
policies,  economic  factors,  etc.  The 
results  from  example  (g)(5)  of  this 
subsection,  for  instance,  might  be 
substan  daily  distorted  if  the  3-year 
period  was  unusual  with  respect  to 
dispositions.  Therefore,  the  examples 
are  illustrative  only  and  any  sampling 
p>erformed  in  compliance  with  this 
Standard  should  take  into  account  all 
relevant  information  to  ensure  that 
reasonable  results  are  obtained. 

9904.409- 61  Interpretation.  [Reserved] 

9904.409- 62  Exemption. 

This  Standard  shall  not  apply  where 
compensation  for  the  use  of  tangible 
capital  assets  is  based  on  use  rates  or 
allowances  provided  by  other 
appropriate  Federal  acquisition 
regulations  such  as  those  governing: 

(a)  Educational  institutions, 

(b)  State,  local,  and  Federally 
recognized  Indian  tribal  government,  or 

(c)  Construction  equipment  rates  (See 
48  CFR  31.105(d)). 

9904.409- 63  Effective  date. 

This  Standard  is  efiective  as  of  April 
17, 1992.  Contractors  with  prior  CAS- 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.410  Allocation  of  business  unit 
general  and  administrative  expenses  to 
final  cost  objectives. 

9904j410-10  [Reserved] 

9904.410- 20  Purpose. 

The  purpose  of  this  Cost  Accoimting 
Standard  is  to  provide  criteria  for  the 
allocation  of  business  unit  general  and 
administrative  (G&A)  expenses  to 
business  unit  final  cost  objectives  based 
on  their  beneficial  or  causal 
relationship.  These  expenses  represent 
the  cost  of  the  management  and 
administration  of  the  business  unit  as  a 
whole.  The  Standard  also  provides 
criteria  for  the  allocation  of  home  office 
expenses  received  by  a  segment  to  the 
cost  objectives  of  that  segment.  This 
Standard  will  increase  the  likelihood  of 
achieving  objectivity  in  the  allocation  of 
expenses  to  final  cost  objectives  and 
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comi^anibilUy  o£  nst  daU  vamg 
coaitacton  i»  simitar  cdrcumataneaa. 

9904414-30  DafmiOona. 

Cal  The  fbUoiwing  are  defkdtiona  of 
temia  whicfa  are  promiaentia  thia 
standard.  Other  teima  defined 
elsewhere  in  thia  part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitiona  unless  paragraph  (b}  of  thia 
section,  requires  otherwise. 

(1]  Allocate  means  to  assign,  an  item 
of  cost  or  a  0;oup  of  items  of  coat,  to  one 
or  more  cost  objectives.  This  term 
includes  both  direct  asugnment  of  coat 
and  the  reassignment  of  a  share  from  an 
indirect  cost  pool. 

(2)  Business  unit  means  any  segment 
of  an  organization,  or  an  entire  business 
organization  which  is  not  divided  into 
segments. 

Cost  input  means  the  cost,  except 
G&A  expenses,  ndudl  for  contract 
costing  purposes  is  allocable  to  the 
production  of  goods  and  services  daring 
a  cost  accounting  period. 

(♦1  Cost  objective  means  a  function, 
organizational  sabdivision,  contract  or 
other  work  unit  for  whidt  cost  data  are 
desired  cmd  for  ndricfa  provision  is  made 
to  accianalete  and  measure  die  cost  of 
processes,  piFochtcts,  jobs,  capHaHzed 
projects,  eto. 

(5)  Final  cost  objective  means  a  cost 
objective  which  hM  allocated  to  it  both 
direct  and  indirect  costs^  andL  m  the 
contractor's  accumulation  systems,  is 
one  of  the  final  accumalatiion  potots. 

(6)  Cenemi  and  admiaistpatrve  fGSAf 
expcase  means  any  management, 
financial,  and  otoer  expense  which  is 
incurred  by  or  allocated  to  a  business 
unit  and  which  is  for  die  general 
management  and  administration  of  die 
business  unit  as  a  whole.  GAA  expense 
does  not  include  those  managenient 
expenses  whose  beneficial  or  caasal 
relationship  to  cost  objectives  can  be 
more  directly  racasafcdl^abaseodicr 
than  a  cost  input  base  representing  the 
total  activity  of  a  bosiness  umt  during  a 
cost  accounting  peviodL 

(7)  Segment  means  one  (d  two  os  more 
diviskms,  pr  odoct  d^iartraents,  plants, 
or  odier  subchvisions  of  an  organization 
repectmg  dkectly  to  a  home  office, 
usually  identified  wtih  re^Kinsibility  for 
profk  aad/or  producing  a  product  or 
service.  The  terms  include  Govermnent- 
owned  coateactoeopcEalsd  (CCXIO) 
facilities;,  and  joint  venlares  aad 
subsidianea  (domestic  and  foreign),  in 
which  the  ovganizatioB  boa  a  mejo^y 
ownesahqu  The  term  alaO'  inchides  thoee 
joint  vanfeares  and  subsidiaries 
(domestic  and  foreign)  in  win<di>  the 
organiz^iao  haa.  leM  then  ■  ma  jtntiy  of 
0  wBCEsh^  but  over  whkhi  it  cxerciaes 
control. 


(b)  The;  feUowtaig  ewdificatione  ef 
terms  dafineddaeadwra  hi  this  chapter 
99  are  appheabte  to  tide  Standards  None; 

9904.4KMO  Plindamaotal  raqulreinant. 

(a)  Buainaaa  unit  G&A  es^enaas  shall 
be  grouped  to  a  aeparate  todiieet  cost 
po<^  w^h  shall  be  aUocatcdonly  ter 
final  coat  objectives. 

(b) (l]  The  G&A  expense  pool  of  a 
buainesa  unit  for  a  cost  accoonttog 
period  shall  be  aflocaked  to  final  cost 
objectives  of  that  coat  accounting  period 
by  means  of  a  cost  input  base 
representing  the  total  activity  of  the 
business  unit  except  as  provided  in 
subparagraph  (bX2)  of  t^  subsection. 
The  cost  toput  bsM  selected  sh^  be  die 
one  which  best  represents  the  total 
activity  of  a  typical  cost  accounting 
period. 

(2)  The  allocatiow  of  ^  G&A  expense 
pool  to  any  particular  final  cost 
objectives  which  receive  benefits 
siginfiematiy  different  &om  the  benefits 
accruing  to  otfm'  final  cost  objectives 
shall  be  determined  by  special 
allocation  (99(H.41»-50(j». 

(c)  Home  office  expenses  received  by 
a  segment  shaft  be  aHocated  to  segment 
cost  objectives  as  required  by  9904.410- 
50(g). 

(d)  Any  costs  which  do  not  satisfy  tfie 
definrtkm  of  G&A  expense  but  whi^ 
have  been  classified  by  a  business  anif 
as  C&A  expenses,  can  remain  in  the 
G&A  expense  poed  uiriess  they  can  be 
allocated  to  business  unit  cost 
objectives  on  a  beneficial  or  causal 
retotionship  which  ts  best  measured  by 
a  base  other  tiian  a  cost  input  base. 

9904.41&-S&  TsetintqBsaforappllcaUDa. 

(a)  GftA  expenses  of  a  segment 

inemred  by  another  segment  shaft  be 
removed  from  toe  tocuHring  segment's 
G&A  expense  pooi  They  shall  be 
allocated  to  toe  segment  for  ntoidi  the 
expenses  werehtcurred  on  the  basis  of 
toe  beneficial  or  causal  rriationship 
between  the  expenses  inenrred  and  aft 
benefiting  or  causing  segments.  If  tite 
expenses  are  meurred  two  or  more 

segments^  they  riwll  be  aftoeated  using 
an  allocation  base  common  to  aft  such 
segments. 

(b)  The  G&A  expense  pool  may  be 
eombtoed  wito  other  expenses 
allocation -to  final  cost  objectives 
provided  tiiat — 

fl)  The  allocation  base  used  for  toe 
combined  pool  is  approiniate  both  fin- 
the  aftocatiow  of  the  G&A  esepenae  poof 
under  toss  Standard  and  for  tile 
allocation  of  toe  etiier  expenses;  mid 
(2)  Provision  is  mads  to  identify  toe 
componenls  and  total  of  tiie  G&A 
expense  poerf  separatefy  fit>»  tiie  other 
expenses  in  the  eomlnned  pool. 


fe)  Expenses  which  are  not  G&A 
expenses  and  are  insignificant  to 
amotail  may  be  incfocM  to  the  G&A 
expense  po^  fiiraBbcation  to  final  cost 
objectives. 

Cd)  The  cost  toput  base  used  to 
allocate  toe  GftA  expense  pool  shall 
include  alt  significant  elements  of  that 
cost  toput  wtoch  represent  the  total 
activity  the  business  unit  The  cost 
toput  base  selected  to  repteseiU.  the  total 
activity  of  a  buatoeas  unit  during  a  cost 
accounting  period  may  be:  Tot^  cost 
iiqiuU  value-added  cost  input;  or  single 
element  cost  inpuL  The  detersunatioB  of 
which  cost  input  base  best  tsptesento 
the  toUd  activity  of  a  businesa  lurii  rant 
he  judged  <tt  the  basis  of  the 
circumstances  of  each  business  unit. 

(1>  A  total  cost  input  base  to  gencreliy 
acc^t^ila  as  an  appeopriate  measure  ^ 
the  total  activity  of  a  basineaa  rniit. 

(2)  Value-added  cost  topvt  shaft  be 
ua^  ae  an.  aftocetioa  base  where 
inclusion  of  metcrial  and  subcontract 
costs  weald  significantiy  tostort  Ae 
allecatioB  of  toe  GaA  expense  pool  m 
relatiow  to  the  benefits  received,  and 
where  easts  otiier  toan  toreet  labor  ace 
significaiit  sMoserea  of  total  SfCtivTty.  A 
vahie-added  cost  input  base  is  total  cost 
input  leas  matmial  and  subcontract 
costs. 

(3)  A  stogie  element  cost  input  base; 
e.g.,  direct  labor  hours  or  direct  labor 
dollars,  which  represents  the  total 
activity  of  a  business  unit  may  be  used 
to  allocate  die  C&A  expense  pool  where 
it  prodbees  eipiitable  results.  A  single 
element  base  may  not  produce  equitable 
results  where  othra  measures  of  activity 
are  also  significant  to  relation  to  total 
activity.  A  single  element  bese  is 
inappropriate  where  it  is  an  insignificant 
part  of  toe  total  cost  of  some  of  toe  final 
cost  objectives. 

(e)  Where,  prior  to  the  effective  date 
of  this  Staadardw  a  businese  unit’s 
disclosed  or  establisbed  coat  accounting 
practice  was  to.  use  a  cost  of  sales  or 
sales  base,  tiwt  business  unit  may  use 
the  transition  metood  set  out  in 
appendix  A  heveoL 

(f)  Cook  tofi^  shaft  to^de.tixwe 
expenses  which  by  operation  oi  tiiis 
Standud  ace  exetoded  from  the  G&A 
expense  pool  and  are  Dol  part  of  a 
coototoed  pod  ^  C&A  expenses  and 
other  expenees  aftocoled  using  the  same 
aftocatioa  base. 

(g) (l]  Allocations  of  the  home  office 
expenses  of.  fi]*  Line  management  of 
particular  segments  or  groups  of 
segments,  fir)  reswhwrf  expenses,  and  fin) 
direct  idfoeated  expenses  related  to 
the  memagement  and  adtoinwtration  of 
the  receiving  segment  as  a  whofo.  shaft 
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be  included  in  the  receiving  segment's 
G&A  expense  pool. 

(2)  Any  separate  allocation  of  the 
expenses  of  home  office  centralized 
service  functions,  staff  management  of 
specific  activities  of  segments,  and 
central  payments  or  accruals,  which  is 
received  by  a  segment,  shall  be 
allocated  to  the  segment  cost  objectives 
in  proportion  to  the  beneficial  or  causal 
relationship  between  the  cost  objectives 
and  the  expense  if  such  allocation  is 
significant  in  amount.  Where  a 
beneficial  or  causal  relationship  for  the 
expense  is  not  identifiable  with  segment 
cost  objectives,  the  expense  may  be 
included  in  the  G&A  expense  pool. 

(h)  Where  a  segment  performs  home 
office  functions  and  also  performs  as  an 
operating  segment  having  a 
responsibility  for  final  cost  objectives, 
the  expense  of  the  home  office  functions 
shall  be  segregated.  These  expenses 
shall  be  allocated  to  all  benefiting  or 
causing  segments,  including  the  segment 
performing  the  home  office  functions, 
pursuant  to  disclosed  or  established 
accounting  practices  for  the  allocation 
of  home  office  expenses  to  segments. 

(i)  For  purposes  of  allocating  the  G&A 
expense  pool,  items  produced  or  worked 
on  for  stock  or  product  inventory  shall 
be  accounted  for  as  Hnal  cost  objectives 
in  accordance  with  the  following 
paragraphs: 

(1)  Where  items  are  produced  or 
worked  on  for  stock  or  product 
inventory  in  a  given  cost  accounting 
period,  the  cost  input  to  such  items  in 
that  period  shall  be  included  only  once 
in  the  computation  of  the  G&A  expense 
allocation  base  and  in  the  computation 
of  the  G&A  expense  allocation  rate  for 
that  period  and  shall  not  be  included  in 
the  computation  of  the  base  or  rate  for 
any  other  cost  accounting  period. 

(2)  A  portion  of  the  G&A  expense  pool 
shall  be  allocated  to  items  produced  or 
worked  on  for  stock  or  product 
inventory  in  the  cost  accoimting  period 
or  periods  in  which  such  items  are 
produced  at  the  rates  determined  for 
such  periods  except  as  provided  in 
subparagraph  (i)(3)  of  this  subsection. 

(3)  Where  the  contractor  does  not 
include  G&A  expense  in  inventory  as 
part  of  the  cost  of  stock  or  product 
inventory  Hems,  the  G&A  rate  of  the 
cost  accounting  period  in  which  such 
items  are  issued  to  final  cost  objectives 
may  be  used  to  determine  the  G&A 
expenses  applicable  to  issues  of  stock  or 
product  inventory  items. 

(j)  Where  a  particular  final  cost 
objective  in  relation  to  other  final  cost 
objectives  receives  signiHcantly  more  or 
less  benefit  fitim  G&A  expense  than 
would  be  reflected  by  the  allocation  of 
such  expenses  using  a  base  determined 


pursuant  to  paragraph  (d)  of  this 
subsection,  the  business  unit  shall 
account  for  this  particular  final  cost 
objective  by  a  special  allocation  from 
the  G&A  expense  pool  to  the  particular 
final  cost  objective  commensurate  with 
the  benefits  received.  The  amount  of  a 
special  allocation  to  any  such  final  cost 
objective  shall  be  excluded  from  the 
G&A  expense  pool  required  by 

9904.410- 40(a),  and  the  particular  final 
cost  objective's  cost  input  data  shall  be 
excluded  from  the  base  used  to  allocate 
this  pool. 

9904.410- 60  Illustrations. 

(a)  Business  Unit  A  has  been 
including  the  cost  of  scientific  computer 
operations  in  its  G&A  expense  pool.  The 
scientific  computer  is  used 
predominantly  for  research  and 
development,  rather  than  for  the 
management  and  administration  of  the 
business  unit  as  a  whole.  The  costs  of 
the  scientific  computer  operation  do  not 
satisfy  the  Standard's  definition  of  G&A 
expense;  however,  they  may  remain  in 
the  G&A  expense  pool  unless  they  can 
be  allocated  to  business  unit  cost 
objectives  on  a  beneficial  or  causal 
relationship  which  is  best  measured  by 
a  base  other  than  a  cost  input  base 
representing  the  total  activity  of  a 
business  unit  during  a  cost  accounting 
period. 

(b)  Segment  B  performs  a  budgeting 
function,  the  cost  of  which  is  included  in 
its  G&A  expense  pool.  This  function 
includes  the  preparation  of  budgets  for 
another  segment.  The  cost  of  preparing 
the  budgets  for  the  other  segment  should 
be  removed  from  B's  G&A  expense  pool 
and  transferred  to  the  other  segment. 

(c) (1)  Business  Unit  C  has  a  personnel 
fimction  which  is  divided  into  two  parts: 
A  vice  president  of  personnel  who 
establishes  personnel  policy  and  overall 
guidance,  and  a  personnel  department 
which  handles  hirings,  testing, 
evaluations,  etc.  The  expense  of  the  vice 
president  is  included  in  the  G&A 
expense  pool.  The  expense  of  the 
personnel  department  is  allocated  to  the 
other  indirect  cost  pools  based  on  the 
beneficial  or  causal  relationship 
between  that  expense  and  the  indirect 
cost  pools.  This  procediu'e  is  in 
compliance  with  the  requirements  of  this 
Standard. 

(2)  Business  Unit  C  has  included 
selling  costs  as  part  of  its  G&A  expense 
pool.  Unit  C  wishes  to  continue  to 
include  selling  costs  in  its  G&A  pool. 
Under  the  provisions  of  this  Standard, 
Unit  C  may  continue  to  include  selling 
costs  in  its  G&A  pool,  and  these  costs 
will  be  allocated  over  a  cost  input  base 
selected  in  accordance  with  the 
provisions  of  9904.410-50(d). 


(3)  Business  Unit  C  has  included  IR&D 
and  B&P  costs  in  its  G&A  expense  pool. 
Unit  C  has  used  a  cost  of  sales  base  to 
allocate  its  G&A  expense  pool.  As  of 
January  1, 1978  (assumed  for  purposes  of 
this  illustration),  the  date  on  which  Unit 
C  must  first  allocate  its  G&A  expense 
pool  in  accordance  with  the 
requirements  of  this  Standard,  Unit  C 
has  among  its  final  cost  objectives 
several  cost  reimbursement  contracts 
and  fixed  price  contracts  subject  to  the 
CAS  clause  (referred  to  as  the 
preexisting  contracts).  If  Unit  C  chooses 
to  use  the  transition  method  in  9904.410- 
50(e): 

(i)  Unit  C  shall  allocate  IR&D  and  B&P 
costs  during  the  transition  period  (from 
January  1, 1978,  to  and  including  the  cost 
accounting  period  during  which  the 
preexisting  contracts  are  completed),  to 
the  preexisting  contracts  as  part  of  its 
G&A  expense  pool  using  a  cost  of  sales 
base  pursuant  to  9904.410-50(e)  and 
appendix  A  to  9904.410. 

(ii)  During  the  transition  period  such 
costs,  as  part  of  the  G&A  expense  pool, 
shall  be  allocated  to  new  cost 
reimbursement  contracts  and  new  fixed 
price  contracts  subject  to  the  CAS 
clause  using  a  cost  input  base  as 
required  by  9904.410-50  (d)  and  (e)  and 
appendix  A  to  9904.410. 

(iii)  Beginning  with  the  cost 
accounting  period  after  the  transition 
period  the  IR&D  and  B&P  costs,  as  part 
of  the  G&A  expense  pool,  shall  be 
allocated  to  all  final  cost  objectives 
using  a  cost  input  base  as  required  by 

9904.410-50(d).  If  Unit  C  chooses  not  to 
use  the  transition  method  in  9904.410- 
50(e),  the  contractual  provision  requiring 
appropriate  equitable  adjustment  of  the 
prices  of  affected  prime  contracts  and 
subcontracts  will  be  implemented. 

(4)  Business  Unit  C  has  accounted  for 
and  allocated  IR&D  and  B&P  costs  in  a 
cost  pool  separate  and  apart  from  the 
G&A  expense  pool.  Unit  C  may  continue 
to  account  for  these  costs  in  a  separate 
cost  pool  under  the  provision  of  this 
Standard.  If  Unit  C  is  to  use  a  total  cost 
input  base,  these  costs  when  accounted 
for  and  allocated  in  a  cost  pool  separate 
and  apart  from  the  G&A  expense  pool 
will  become  part  of  the  total  cost  input 
base  used  by  Unit  C  to  allocate  the  G&A 
expense  pool. 

(5)  Business  Unit  C  has  included 
selling  costs  as  part  of  its  G&A  expense 
pool.  Unit  C  has  used  a  cost  of  sales 
base  to  allocate  the  G&A  expense  pool. 
Unit  C  desires  to  continue  to  allocate 
selling  costs  using  the  costs  of  sales 
base.  Under  the  provisions  of  this 
Standard,  Unit  C  would  account  for 
selling  costs  as  a  cost  pool  separate  and 
apart  from  the  G&A  expense  pool,  and 
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continue  to  allocate  ^se  costs  over  s 
cost  of  sales  base.  If  Unit  C  uses  a  total 
cost  input  base  to  allocate  &e  G&A 
expense  pool,  the  aellin§  coats  wiE 
become  pact  of  the  total  cost  iiq^  base. 

Business  Unit  O  has  accounted' 
for  seRing^  costs  in  a  cost  pool  separate 
and  apart  from  its  G&A  expense  pool 
andhM  allocated  these  costa  using  a 
cost  of  sales  base.  Under  the  provisioias 
of  this  Standard,.  Unit  Dmay  contiBBe  to 
account  for  those  costs  in  a  separate 
pool  and  allocate  them  using  a  cost  of 
sales  base.  Unit  D  Kas  a  total  cost  input 
base  to  allocate  its  G&A  expense  poof. 
The  selling  costs  will  become  part  of  the 
cost  input  base  used  by  Uint  D  to 
allocate  tlm  G&A  expense  pod. 

(2)  During  a  cost  aGConnting  p«iod. 
Business  Unit  D  buys  $2,000,000  of  raw 
materials.  At  the  end  of  that  cost 
accounting  period  $500,000  of  raw 
materials  invenUny  have  not  been 
charged  out  to  contracts  or  other  cost 
objectives.  The  $5004XK)  of  raw 
materials  are  not  part  of  the  total  cost 
input  base  for  the  cost  accounting 
period,  because  they  have  not  been 
charged  to  the  production  of  goods  and 
services  during,  that  period.  If  all  of  the 
$2,000,000  worth  of  raw  material  had 
been  charged  to  cost  objectives  during 
the  cost  accounting  period,  the  cost 
input  base  for  the  allocation  of  the  G&A 
expense  pool  would  include  the  ei^re 
$2,000,000. 

(31  Business  Unit  □  manufactures  a 
variety  of  testing  devices.  During  a  cost 
accounting  period.  Unit  D  acquires  and 
uses  a  small  building,  constructs  a  small 
production  facility  using  its  own 
resources,  and  keeps  for  its  own  use  one 
unit  of  a  testing  device  that  it 
manufactures  and  sells  to  its  customers. 
The  acquisition  cost  of  the  building  is 
not  part  of  the  total  cost  input  base; 
however,  the  depreciation  taken  ob  the 
boilding  would  be  part  of  the  total  cost 
input  base.  The  costs  of  construction  of 
the  small  production  facility  are  not  part 
of  the  total  cost  input  base.  The 
requirements  of  9904.404  provide  that 
those  G&A  expenses  which  are 
identitiable  with  the  constructed  asset 
and  are  material  in  amount  shall  be 
capitalized  as  part  of  the  cost  of  the 
production  facility.  If  there  are  G&A 
expenses  material  in  amovmt  and 
identitied  with  the  constructed  asset, 
these  G&A  expenses  would  be  removed 
from  the  G&A  expense  pool  prior  to  the 
allocation  of  this  pool  to  &}al  cost 
Directives.  The  cost  of  the  testing  device 
shall  be  part  of  the  total  cost  input  base 
per  the  requirements  of  9904.404  which 
provides  that  the  costs  of  constructed 
assets  identical  with  the  contractor's 


regular  product  shall  include  a  fbll  share 
of  indirect  cosL 

(e)(1)  Business  Unit  E  produces  Item  Z. 
for  stock  or  product  uive^ry.  Tke 
busiaess  urui  docs  not  iadudr  G&A 
expense  as  part  of  the  inveslory  cost  oi 
these  items  for  costing  or  finmeial 
reporting  purposes,  A  production  run  of 
these  items  occurred  (hiring  Cost 
Accounting  Period  1.  A  number  of  the 
units  produced  were  not  issued  during. 
Period  1  and  are  issed  in  Period  2. 
However,  those  units  produced  in  Period 
1  shall  be  ineduded  in  the  cost  input  o£ 
that  period  for  calculating  the  G&A 
expense  allocation  base  and-  shall  not  be 
included  in  the  cost  iiq>ut  of  Period  2, 

(2)  Business  Unit  E  should  apply  the 
G&A  expense  rate  of  Period  1  to  ^ose 
units  of  hem  Z  issued  (hiring  Period  1 
and  may  apply  the  rate  of  Period  2  to  tfie 
units  issued  in  Period  2. 

(3)  If  the  practice  of  Business  Unit  E  is 
to  include  G&A  expense  as  part  of  the 
cost  of  8to(di  or  product  inventocy,  the 
inventory  cost  of  all  units  of  Item  Z 
produced  in  Period  1  mid  remaining  in 
inventory  at  the  end:  of  Period  t,  shoidd 
include  G&A  mtpense  using  the  G&A 
rate  of  Period  1. 

(f) (ll  Business  Unit  F  produced  Item  X 
for  stock  orprodnet  inventory.  The 
business  unit  does  not  inedude  G&A 
expense  as  part  of  the  hiveidory  exist  of 
these  items.  A  production  run  (if  these 
items  was  started,  finished,  and  placed 
into  inventory  in  a  single  cost 
accounting  period.  These  hems  are 
issued  during  the  next  cost  accounting 
period. 

(2)  The  cost  of  items  produced  for 
stock  or  product  inventory  should  be 
included  in  the  G&A  base  in  tiie  same 
ye»  they  are  produee(f.  The  cost  of  such 
items  is  not  to  be  included  in  the  G&A 
base  on  the  basis  of  when  they  are 
issued  to  final  cost  objectives. 

Therefore,  the  time  of  issuance  of  these 
items  from  inventory  to  a  final  cost 
objective  is  irrelevant  in  computing  the 
G&A  base. 

(g)  The  normal  productive  activity  of 
Business  Unit  G  includes  the 
construction  of  base  operating  facilities 
for  others.  Unit  G  uses  a  total  cost  input 
base  to  allocate  G&A  expense  to  final 
cost  objectives.  As  part  of  a  contract  to 
construct  an  operating,  facility.  Unit  G 
agrees  to  acquire  a  large  group  of  trucks 
and  other  mobile  equipment  to  equip  the 
base  operating  facility.  Unit  G  does  not 
usuafiy  supply  such  eipiipment.  The  cost 
of  the  equipment  constitutes  » 
significant  part  of  the  contiraet  cost.  A 
special  G&A  aUocation  to  this  contract 
shall  be  agreed  to  by  the  parties  if  they 
agree  that  in  the  circumstances  the 
contract  as  a  whole  receives 


substantiall-y  less  benefit  from  the  GftA 
expense  theik  thert  wUrik  would  he 

repBcscttled'  by  a  cdbI  ^loearion  based 
on  inclusioir  oif  the  ooHtrset  cost  in  tfte 
total  eoet  inpet  base. 

(h)(llThe  home  office  of  Segment  H 
separately  allocates  to  benefiting,  or 
causing  segaients  significant  kooM  office 
expenses  of  staff  management  fimctkms 
relative  to<  maaufeietiiringr  st^ 
managemeBt  fimetiona  r^tive  to 
engineering,  central  pa3nnent  of  health 
insurance  costs  and  residnal  expenses. 
Segment  H  receives  these  expenses  as 
separate  allocations  and  maintains  three 
indirect  cost  pools;  Le.,  G&A  expense,, 
manufacturing  overhead,  and. 
engineering  overhead;  all  home  office 
expenses  alkxmted  to  Segment  H  are 
inchxled  in  Segment  H^s  G&A  expense 
pod. 

(2)  This  accounting  praettoe  of 
Se^ent  H  does  not  comply  with 

9904.410- 60(g)(2).  Horae  office  residual 
expenses  shoi^  be  in  the  G&A  expense 
pool,  and  the  expenses  (rf  the  staff 
management  functions  relative  Ux 
mamila(during  andengineermg  should 
be  included  in  the  mamrfactmring 
overhead  and  engineering  overhead 
pooh,  respectively.  The  health 
insurance  exists  should  be  allocated  in 
proportion  tot  the  beneficial  and  causal 
relatiemship  between  these  costs  and 
Segment  H’s  (XMt  objectives. 

9904.410- 61  Interpretation.  [Reaervedl 

9904.410- 62  Exemption. 

This  Standard  shall  not  apply  to 
contracts  and  grants  with  state,  Icxml, 
and  Federally  recognized  Indian  tribal 
governments. 

9940.410- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  witii  prior  GAS- 
covered  (xmtracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracta 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  witfi  the 
contractor's  next  full  fisc^  year 
beginning  after  the  receipt  of  a  coidract 
to  which  this  Standard  is  applicable. 

Appendix  A  to  9004410— TnuMitioB  Fton  • 
of  Sales  or  Sales  Base  to  a  Cost  Input 

Base 

Abusiness-unit  may  use  the  method 
described  below  for  transHien  from  the  use  of 
a  cost  of  sales  or  sales  base  to  a  cost  input 
base. 

(1)  Calcnilate  the  cost  of  sales  or  sales  base 
in  accordance  with  the  cost  accounting 
practice  disclosed  or  established  prior  toithc 
date  established  by 980441(k-00fbl  of  the 
orighnf  GesV  Accounting  Standard. 
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(2)  Calculate  the  G&A  expense  allocation 
rate  using  the  base  determined  in 
subparagraph  (1)  of  this  appendix  and  use 
that  rate  to  allocate  from  the  G&A  expense 
pool  to  the  final  cost  objectives  which  were 
in  existence  prior  to  the  date  on  which  the 
business  unit  must  first  allocate  costs  in 
accordance  with  the  requirements  of  this 
Cost  Accounting  Standard. 

(3)  Calculate  a  cost  input  base  in 
compliance  with  9904.410-50(d]. 

(4)  Calculate  the  G&A  expense  rate  using 
the  base  determined  in  subparagraph  (3)  of 
this  appendix  and  use  that  rate  to  allocate 
from  the  G&A  expense  pool  to  those  Rnal 
cost  objectives  which  arise  under  contracts 
entered  into  on  or  after  the  date  on  which  the 
business  unit  must  first  allocate  costs  in 
accordance  with  the  requirements  of  this 
Cost  Accounting  Standard. 

(5)  The  calculations  set  forth  in 
subparagraphs  (1H4)  of  this  appendix  shall 
be  perform^  fw  each  cost  accounting  period 
during  which  final  cost  objectives  described 
in  (2)  are  being  performed. 

(6)  The  business  unit  shall  establish  an 
inventory  suspense  account.  The  amount  of 
the  inventory  suspense  account  shall  be 
equal  to  the  beginning  inventory  of  contracts 
subject  to  the  CAS  clause  of  the  cost 
accounting  period  in  which  the  business  unit 
must  first  allocate  costs  in  accordance  with 
the  requirements  of  this  Cost  Accounting 
Standard. 

(7)  In  any  cost  accounting  period,  after  the 
cost  accounting  periods  described  in 
subparagraph  (5)  of  this  Appendix,  if  the 
ending  inventory  of  contracts  subject  to  the 
CAS  clause  is  less  than  the  balance  of  the 
inventory  suspense  account,  the  business  unit 
shall  calculate  two  G&A  expense  allocation 
rates,  one  to  allocate  G&A  expenses  to 
contracts  subject  to  the  CAS  clause  and  one 
applicable  to  other  work. 


(a)  The  G&A  expense  pool  shall  be  divided 
in  the  proportion  which  the  cost  input  of  the 
G&A  expense  allocation  base  of  the  contracts 
subject  to  the  CAS  clause  bears  to  the  total  of 
the  cost  input  allocation  base,  selected  in 
accordance  with  9904.410-50(d),  for  the  cost 
accounting  period. 

(b)  The  G&A  expenses  applicable  to 
contracts  subject  to  the  CAS  clause  shall  be 
reduced  by  an  amount  determined  by 
multiplying  the  difference  between  the 
balance  of  the  inventory  suspense  account 
and  the  ending  inventory  of  contracts  subject 
to  the  CAS  clause  by  the  cost  of  sales  rate,  as 
determined  under  subparagraph  (1)  of  this 
Appendix,  of  the  cost  accounting  period  in 
which  a  business  unit  must  first  allocate 
costs  in  accordance  with  the  requirements  of 
this  Cost  Accounting  Standard. 

(8)  In  any  cost  accounting  period  in  which 
such  a  reduction  is  made,  the  balance  of  the 
inventory  suspense  account  shall  be  reduced 
to  be  equal  to  the  ending  inventory  of 
contracts  subject  to  the  CAS  clause  of  that 
cost  accounting  period. 

The  following  illustrates  how  a  business 
unit  would  use  this  transition  method. 

1.  Business  Unit  R  has  been  using  a  cost  of 
sales  base  to  allocate  its  G&A  expense  pool 
to  Rnal  cost  objectives.  Unit  R  uses  a 
calendar  year  as  its  cost  accounting  period. 
On  October  1. 1976  (assumed  for  purposes  of 
this  illustration)  Cost  Accounting  Standard 
410  becomes  effective.  On  October  2, 1976, 
Unit  R  receives  a  3-year  contract  containing 
the  Cost  Accounting  Standards  clause.  As  a 
result  Unit  R  must  comply  with  the 
requirements  of  the  Standard  in  the  cost 
accounting  period  beginning  in  )anuary  1978. 
As  of  January  3, 1978,  Business  Unit  R  has  the 
following  contracts: 

(1)  Contract  I — A  4-year  contract  awarded 
in  January  1975. 


(2)  Contract  II — A  3-year  contract  which 
was  negotiated  in  March  1976,  and  was 
awarded  on  October  2. 1976. 

(3)  Contract  III — A  4-year  contract 
awarded  on  January  2. 1978. 

If  Business  Unit  R  chooses  to  use  the 
transition  method  provided  in  9904.410-50(e). 
it  will  allocate  the  G&A  expense  pool  to  these 
contracts  as  follows: 

(a)  Contract  I — Since  Contract  I  was  in 
existence  prior  to  January  1, 1978,  the  G&A 
expense  pool  shall  be  allocated  to  it  using  a 
cost  of  sales  base  as  provided  in  9904.410- 
50(e). 

(b)  Contract  II — Since  this  contract  was  in 
existence  prior  to  January  1, 1978,  the  G&A 
expense  pool  shall  be  allocated  to  it  using  a 
cost  of  sales  base  as  provided  in  9904.410- 
50(e). 

(c)  Contract  III — Since  this  contract  was 
awarded  after  January  1. 1978,  the  G&A 
expense  pool  shall  be  allocated  to  this 
contract  using  a  cost  input  base. 

Having  chosen  to  use  9904.410-50(e), 
Business  Unit  R  will  use  the  transition 
method  of  allocating  the  G&A  expense  pool 
to  final  cost  objectives  until  all  contracts 
awarded  prior  to  January  1, 1978,  are 
completed  (1979  if  the  contracts  are 
completed  on  schedule).  Beginning  with  the 
cost  accounting  period  subsequent  to  that 
time,  1980,  Unit  R  will  use  a  cost  input  base 
to  allocate  the  G&A  expense  pool  to  all  cost 
objectives.  Unit  R  will  also  carry  forward  an 
inventory  suspense  account  in  accordance 
with  the  requirements  of  this  Standard. 

2.A.  Business  Unit  N  is  first  required  to 
allocate  its  costs  in  accordance  with  the 
requirements  of  9904.410  during  the  fiscal 
year  beginning  January  1, 1978.  Unit  N  has 
used  a  cost  of  sales  base  to  allocate  its  G&A 
expense  pool. 

During  the  years  1978, 1979, 1980,  Business 
Unit  N  reported  the  following  data: 


I 


Contracts  prior  to  Jan.  1. 1978 

Contracts  prior  to  Jan.  1,  1978 

Total 

Non-CAS 

work 

CAS-fixed 
price  worX 

CAS-COSt 

contract 

Non-CAS 

worX 

CAS-fixed 
price  work 

CAS-cost 

contracts 

Year  1978: 

Beginning  inventory . 

$500 

300 

200 

0 

0 

0 

0 

Cost  input . . . 

-1^3000 

400 

600 

700 

500 

500 

300 

Total . 

3500 

700 

800 

700 

500 

500 

300 

Cost  of  sales. . . 

-3000 

600 

550 

700 

450 

400 

300 

Ending  inventory . 

500 

100 

250 

0 

50 

100 

0 

Year  1979: 

Beginning  inventory . 

100 

250 

0 

50 

100 

0 

Cost  input . 

+  3000 

400 

600 

700 

500 

500 

300 

Total . 

3500 

500 

650 

700 

550 

600 

300 

Cost  of  sales . 

-2500 

450 

650 

700 

150 

250 

300 

1000 

50 

200 

0 

400 

350 

0 

Year  1980: 

1000 

SO 

200 

0 

400 

350 

0 

+3000 

400 

600 

700 

500 

500 

300 

Total . 

4000 

450 

800 

700 

900 

850 

300 

Cost  of  sales . . 

-3250 

450 

800 

700 

450 

550 

300 

Ending  inventory . 

750 

0 

0 

0 

450 

300 

0 

Notes: 

Operating  data  is  in  thousands  of  dollars. 

G.  &  A.  expense  $375,000  in  accordance  with  the  requirements  of  this  standard. 
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Work  existing  prior  to  January  1, 1978,  may 
include — 

(1)  Government  contracts  which  contain 
the  CAS  clause; 

(2)  Government  contracts  which  do  not 
contain  the  CAS  clause; 

(3)  Contracts  other  than  Government 
contracts  or  customer  orders;  and 


(4)  Production  not  specifically  identified 
with  contracts  or  customer  orders  under 
production  or  work  orders  existing  prior  to 
the  date  on  which  a  business  unit  must  first 
allocate  its  costs  in  compliance  with  this 
Standard  and  which  are  limited  in  time  or 
quantity. 

Production  under  standing  or  unlimited 
work  orders,  continuous  flow  processes  and 


the  like,  not  identified  with  contracts  or 
customer  orders  are  to  be  treated  as  final 
cost  objectives  awarded  after  the  date  on 
which  a  business  unit  must  first  allocate  its 
costs  in  compliance  with  the  requirements  of 
this  Standard. 

Business  Unit  N  may  allocate  the  G&A 
expense  pool  as  follows: 


[In  dollars! 


Year  1978 

Year  1979 

Year  1980 

375 

375/3.000 -.125 

375 

375/2,500 -.15 

375 

375/3J250=.115 
375/3,000 =.125 

375/3,000 =.125 

375/3,000 =.125 

600  x  0.125=  75.00 
550  x  0.125=  68.75 
700  x  0.125=87.50 

450  x  0.15=67.50 
650  x0.15=  97.50 
700  x0.15=105.00 

450  x0.115=  51.75 
800x0.115  =92.00 
700  x  0.115=  80.50 

500  x  0.125=62.50 

500  x0.125  =62.50 

500x0.125=62.50 

500  x0.125  =62.50 
300  x  0.125  =  37.50 

500  x0.125=62.50 
300  x  0.125=37.50 

500  x0.125  =62.50 
300x0.125=37.55 

393.75 

200 

.125 

432.50 

386.80 

1.  G.&A.  expense  pool.. 
Cost  of  sales  rate .. 

Cost  input . 


2.  G.&A.  allocations: 

Prior  contracts: 

Non-CAS  work . 

CAS-fixed  price  work . 

CAS-cost  contracts.... 
After  contracts: 

Non-CAS  work . 

CAS-fixed  price  work. 

CAS-cost  contracts.... 


3.  Inventory  suspense  account.. 
G.&A.  rate  applicable . 


'  Beginning  inventory  of  contracts  subject  to  the  CAS  clause,  January  1978. 


2.B.  In  cost  accounting  period  1982, 

Business  Unit  N  has  an  ending  inventory  of 
contracts  subject  to  the  CAS  clause  of 
$100,000.  This  is  the  first  cost  accounting 
period  after  the  transition  in  which  the 
amount  of  the  ending  inventory  is  less  than 
the  amount  of  the  inventory  suspense 
account.  During  this  cost  accounting  period. 
Business  Unit  N  had  G&A  expenses  of 
$410,000  and  cost  input  of  $3,500,000; 

$1,500,000  applicable  to  contracts  subject  to 
the  CAS  clause  and  $2,000,000  applicable  to 
other  work. 

Business  Unit  N  would  compute  its  G&A 
expense  allocation  rate  applicable  to 
contracts  subject  to  the  CAS  clause  as 
follows: 

(1)  Amount  of  inventory  sus¬ 
pense  account .  $200,000 

Amount  of  ending  inventory .  100,000 

Difference .  100,000 

G.  &  A.  rate  applicable  (see 
2.A.  above) .  X  0.125 

Adjustment  to  G.  &  A.  expense 
CAS  clause .  12,500 

(2)  G.  &  A.  expense  pool .  410,000 

G.  &  A.  expenses  applicable  to 

contracts  subject  to  the  CAS 
claus  ($1,500,000/$3,500,000 
X  $410,000) .  175.890 

G.  &  A.  expenses  applicable  to 
other  work .  234,110 

(3)  G,  &  A.  expenses  applicable 
to  contracts  subject  to  the  CAS 

clause .  175,890 


163,390 


Adjustment  to  G.  &  A.  ex¬ 
penses  applicable  to  con¬ 
tracts  subject  to  the  CAS 
clause .  —12,500 

G.  &  A.  expenses  allocable  to 
contracts  subject  to  the  CAS 

clause . 

(4)  G,  &  A.  expense  allocation 
rate  applicable  to  contracts 
subject  to  the  CAS  clause  for 
cost  accounting  period  1982- 
$163,390/$1,500.000  =0.109, 

The  amount  of  the  inventory  suspense  account 
would  be  reduced  to  $100,000. 


9904.4 1 1  Cost  accounting  standard- 
accounting  for  acquisition  costs  of 
materiai. 

9904.411- 10  [Reserved] 

9904.411- 20  Purpose. 

(a)  The  purpose  of  this  Cost 
Accounting  Standard  is  to  provide 
criteria  for  the  accounting  for 
acquisition  costs  of  material.  The 
Standard  includes  provisions  on  the  use 
of  inventory  costing  methods.  Consistent 
application  of  this  Standard  will 
improve  the  measurement  and 
assignment  of  costs  of  cost  objectives. 

(b)  This  Cost  Accounting  Standard 
does  not  cover  accounting  for  the 
acquisition  costs  of  tangible  capital 
assets  nor  accountability  for 
Government-furnished  materials. 


9904.411-30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  elsewhere  in  this 
chapter  99  shall  have  the  meanings 
ascribed  to  them  in  those  definitions 
unless  paragraph  (b)  of  this  subsection, 
requires  otherwise. 

(1)  Allocate  means  to  assign  an  item 
of  cost,  or  a  group  of  items  of  cost,  to 
one  or  more  cost  objectives.  This  term 
includes  both  direct  assignment  of  cost 
and  the  reassignment  of  a  share  from  an 
indirect  cost  pool. 

(2)  Business  unit  means  any  segment 
of  an  organization,  or  an  entire  business 
organization  which  is  not  divided  into 
segments. 

(3)  Category  of  material  means  a 
particular  kind  of  goods,  comprised  of 
identical  or  interchangeable  units, 
acquired  or  produced  by  a  contractor, 
which  are  intended  to  be  sold,  or 
consumed  or  used  in  the  performance  of 
either  direct  or  indirect  functions. 

(4)  Cost  objective  means  a  function, 
organizational  subdivision,  contract  or 
other  work  unit  for  which  cost  data  are 
desired  and  for  which  provision  is  made 
to  accumulate  and  measure  the  cost  of 
processes,  products,  jobs,  capitalized 
projects,  etc. 

(5)  Material  inventory  record  means 
any  record  used  for  the  accumulation  of 
actual  or  standard  costs  of  a  category  of 
material  recorded  as  an  asset  for 
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subsequent  cost  allocation  to  one  or 
more  cost  objectives. 

(6)  Moving  average  cost  means  an 
inventory  costing  method  under  which 
an  average  unit  cost  is  computed  after 
each  acquisition  by  adding  the  cost  of 
the  newly  acquired  units  to  the  cost  of 
the  units  of  inventory  on  hand  and 
dividing  this  figure  by  the  new  total 
number  of  units. 

(7)  Weighted  average  cost  means  an 
inventory  costing  method  under  which 
an  average  unit  cost  is  computed 
periodically  by  dividing  the  sum  of  the 
cost  of  beginning  inventory  plus  the  cost 
of  acquisitions  by  the  total  number  of 
units  included  in  these  two  categories. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.411- 40  Fundamental  requiremant 

(a)  The  contractor  shall  have,  and 
consistently  apply,  written  statements  of 
accounting  policies  and  practices  for 
accumulating  the  costs  of  material  and 
for  allocating  costs  of  material  to  cost 
objectives. 

(b)  The  cost  of  units  of  a  category  of 
material  may  be  allocated  directly  to  a 
cost  objective  provided  the  cost 
objective  was  specifically  identified  at 
the  time  of  purchase  or  production  of  the 
imits. 

(c)  The  cost  of  material  which  is  used 
solely  in  performing  indirect  functions, 
or  is  not  a  significant  element  of 
production  cost,  whether  or  not 
incorporated  in  an  end  product,  may  be 
allocated  to  an  indirect  cost  pool.  When 
significant,  the  cost  of  such  indirect 
material  not  consumed  in  a  cost 
accounting  period  shall  be  established 
as  an  asset  at  the  end  of  the  period. 

(d)  Except  as  provided  in  paragraphs 

(b)  and  (c)  of  this  subsection,  the  cost  of 
a  category  of  materials  shall  be 
accounted  for  in  material  inventory 
records. 

(e)  In  allocating  to  cost  objectives  the 
costs  of  a  category  of  material  issued 
from  company-owned  material 
inventoiy,  the  costing  method  used  shall 
be  selected  in  accordance  with  the 
provisions  of  9904.411-50,  and  shall  be 
used  in  a  manner  which  results  in 
systematic  and  rational  costing  of  issues 
of  material  to  cost  objectives.  The  same 
costing  method  shall,  within  the  same 
business  unit,  be  used  for  similar 
categories  of  materials. 

9904.41 1- 50  Techniques  for  application. 

(a)  Material  cost  shall  be  the 

acquisition  cost  of  a  category  of 
material,  whether  or  not  a  material 
inventory  record  is  used.  The  purchase 
price  of  material  shall  be  adjusted  by 
extra  charges  incurred  or  discounts  and 
credits  earned.  Such  adjustments  shall 
be  charged  or  credited  to  the  same  cost 
objective  as  the  purchase  price  of  the 


material,  except  that  where  it  is  not 
practical  to  do  so,  the  contractor's  policy 
may  provide  for  the  consistent  inclusion 
of  such  charges  or  credits  in  an 
appropriate  indirect  cost  pool. 

(b)  One  of  the  following  inventory 
costing  methods  shall  be  used  when 
issuing  material  from  a  company-owned 
inventory: 

(1)  The  first-in,  first-out  (FIFO) 
method. 

(2)  The  moving  average  cost  method. 

(3)  The  weighted  average  cost  method. 

(4)  The  standard  cost  method. 

(5)  The  last-in,  first-out  (LIFO) 
method. 

(c)  The  method  of  computation  used 
for  any  inventory  costing  method 
selected  pursuant  to  the  provisions  of 
this  Standard  shall  be  consistently 
followed. 

(d)  Where  the  excess  of  the  ending 
inventory  over  the  beginning  inventory 
of  material  of  the  type  described  in 

9904.411- 40(c)  is  estimated  to  be 
significant  in  relation  to  the  total  cost 
included  in  the  indirect  cost  pool,  the 
cost  of  such  unconsumed  material  shall 
be  established  as  an  asset  at  the  end  of 
the  period  by  reducing  the  indirect  cost 
pool  by  a  corresponding  amount. 

9904.411- 60  illustrations. 

(a)  Contractor  “A”  has  one  contract 
which  requires  two  custom-ordered, 
high-value,  airborne  cameras.  The 
contractor's  established  policy  is  to 
order  such  special  items  specifically 
identified  to  a  contract  as  the  need 
arises  and  to  charge  them  directly  to  the 
contract.  Another  contract  is  received 
which  requires  three  more  of  these 
cameras,  which  the  contractor 
purchases  at  a  unit  cost  which  differs 
from  the  unit  cost  of  the  first  two 
cameras  ordered.  When  the  purchase 
orders  were  placed,  the  contractor 
identified  the  specific  contracts  on 
which  the  cameras  being  purchased 
were  to  be  used.  Although  these 
cameras  are  identical,  the  actual  cost  of 
each  camera  is  charged  to  the  contract 
for  which  it  was  acquired  without 
establishing  a  material  inventory  record. 
This  practice  would  not  be  a  violation  of 
this  Standard. 

(b) (1)  A  Government  contract  requires 
use  of  electronic  tubes  identified  as 
“W."  The  contractor  expects  to  receive 
other  contracts  requiring  the  use  of 
tubes  of  the  same  type.  In  accordance 
with  its  written  policy,  the  contractor 
establishes  a  material  inventory  record 
for  electronic  tube  ‘^W."  and  allocates 
the  cost  of  units  issued  to  the  existing 
Government  contract  by  the  FIFO 
method.  Such  a  practice  would  conform 
to  the  requirements  of  this  Standard. 

(2)  The  contractor  is  awarded  several 
additional  contracts  which  require  an 
electronic  tube  which  the  contractor 


concludes  is  similar  to  the  one  described 
in  paragraph  (bKl)  of  this  subsection 
and  which  is  identified  as  "Y.”  At  the 
time  a  purchase  order  for  these  tubes  is 
written,  the  contractor  caimot  identify 
the  specific  number  of  tubes  to  be  us^ 
on  each  contract.  Consequently,  the 
contractor  establishes  an  inventory 
record  for  these  tubes  and  allocates 
their  cost  to  the  contracts  on  an  average 
cost  method.  Because  a  FIFO  method  is 
used  for  a  similar  category  of  material 
within  the  same  business  unit,  the  use  of 
an  average  cost  method  for  “Y”  would 
be  a  violation  of  this  Standard. 

(c)  A  contractor  complies  with  the 
Cost  Accounting  Standard  on  standard 
costs  (9904.407),  and  he  uses  a  standard 
cost  method  for  allocating  the  costs  of 
essentially  all  categories  of  material. 
Also,  it  is  the  contractor's  established 
practice  to  charge  the  cost  of  purchased 
parts  which  are  incorporated  in  his  end 
products,  and  which  are  not  a  significant 
element  of  production  cost  to  an  indirect 
cost  pool.  Such  practices  conform  to  this 
Standard. 

(d)  A  contractor  has  one  established 
inventory  for  type  “R"  transformers.  The 
contractor  allocates  by  the  UFO  method 
the  current  costs  of  the  individual  units 
issued  to  Government  contracts.  Such  a 
practice  would  conform  to  the 
requirements  of  this  Standard. 

(e)  A  contractor  has  established 
inventories  for  various  categories  of 
material  which  are  used  on  Government 
contracts.  During  the  year  the  contractor 
allocates  the  costs  of  the  units  of  the 
various  categories  of  material  issued  to 
contracts  by  the  moving  average  cost 
method.  The  contractor  uses  the  LIFO 
method  for  tax  and  financial  reporting 
purposes  and.  at  year  end,  applies  a 
pooled  UFO  inventory  adjustment  for  all 
categories  of  material  to  Government 
contracts.  This  application  of  pooled 
costs  to  Government  contracts  would  be 
a  violation  of  this  Standard  because  the 
lump  sum  adjustment  to  all  of  the 
various  categories  of  material  is,  in 
effect,  a  noncurrent  repricing  of  the 
material  issues. 

9904.41 1- 61  Interpretation.  IReserved] 

9904.411- 62  Exemption. 

None  for  this  Standard. 

9904.411- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contracts  with  prior  CAS- 
covered  contract  with  full  coverage  shall 
continue  this  Standard's  applicability 
upon  receipt  of  a  contract  to  which  this 
Standard  is  applicable.  For  contractors 
with  no  previous  contracts  subject  to 
this  Standard,  this  Standard  shall  be 
applied  beginning  with  the  contractor's 
next  full  fiscal  year  beginning  after  the 
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receipt  of  a  contract  to  which  this 
Standard  is  applicable. 

9904.412  Cost  accounting  standard  for 
composition  and  measuramant  of  pansion 
cost 

9904.412- 10  [Rasarvad] 

9904.412- 20  Purposa. 

The  purpose  of  this  Standard  is  to 
provide  guidance  for  determining  and 
measuring  the  components  of  pension 
cost.  The  Standard  establishes  the  basis 
on  which  pension  costs  shall  be 
assigned  to  cost  accounting  periods.  The 
provisions  of  this  Cost  Accounting 
Standard  should  enhance  uniformity 
and  consistency  in  accounting  for 
pension  costs  and  thereby  increase  the 
probability  that  those  costs  are  properly 
allocated  to  cost  objectives. 

9904.412- 30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Accrued  benefit  cost  method 
means  an  actuarial  cost  method  under 
which  units  of  benefit  are  assigned  to 
each  cost  accounting  period  and  are 
valued  as  they  accrue — that  is.  based  on 
the  services  performed  by  each 
employee  in  the  period  involved.  The 
measure  of  normal  cost  under  this 
method  for  each  cost  accounting  period 
is  the  present  value  of  the  units  of 
benefit  deemed  to  be  credited  to 
employees  for  service  in  that  period. 

The  measure  of  the  actuarial  liability  at 
a  plan's  inception  date  is  the  present 
value  of  the  units  of  benefit  credited  to 
employees  for  service  prior  to  that  date. 
(This  method  is  also  known  as  the  Unit 
credit  cost  method.) 

(2)  Actuarial  assumption  means  a 
prediction  of  future  conditions  affecting 
pension  cost;  for  example,  mortality 
rate,  employee  turnover,  compensation 
levels,  pension  fund  earnings,  changes  in 
values  of  pension  fund  assets. 

(3)  Actuarial  cost  method  means  a 
technique  which  uses  actuarial 
assumptions  to  measure  the  present 
value  of  future  pension  benehts  and 
pension  fund  administrative  expenses, 
and  which  assigns  the  cost  of  such 
benefits  and  expenses  to  cost 
accounting  periods. 

(4)  Actuarial  gain  and  loss  means  the 
effect  on  pension  cost  resulting  from 
differences  between  actuarial 
assumptions  and  actual  experience. 

(5)  Actuarial  liability  means  pension 
cost  attributable,  under  the  actuarial 
cost  method  in  use,  to  years  prior  to  the 


date  of  a  particular  actuarial  valuation. 
As  of  such  date,  the  actuarial  liability 
represents  the  excess  of  the  present 
value  of  the  future  benefits  and 
administrative  expenses  over  the 
present  value  of  future  contributions  for 
the  normal  cost  for  all  plan  participants 
and  beneficiaries.  The  excess  of  the 
actuarial  liability  over  the  value  of  the 
assets  of  a  pension  plan  is  the  unfunded 
Actuarial  Liability. 

(6)  Defined-benefit  pension  plan 
means  a  pension  plan  in  which  the 
benefits  to  be  paid  or  the  basis  for 
determining  such  benefits  are 
established  in  advance  and  the 
contributions  are  intended  to  provide 
the  stated  benefits. 

(7)  Defined-contribution  pension  plan 
means  a  pension  plan  in  which  the 
contributions  to  be  made  are  established 
in  advance  and  the  benefits  are 
determined  thereby. 

(8)  Funded  pension  cost  means  the 
portion  of  pension  costs  for  a  current  or 
prior  cost  accounting  period  that  has 
been  paid  to  a  funding  agency  or,  under 
a  pay-as-you-go  plan,  to  plan 
participants  or  benehciaries. 

(9)  Funding  agency  means  an 
organization  or  individual  which 
provides  facilities  to  receive  and 
accumulate  assets  to  be  used  either  for 
the  payment  of  benehts  under  a  pension 
plan,  or  for  the  purchase  of  such 
benefits. 

(10)  Multiemployer  pension  plan 
means  a  plan  to  which  more  than  one 
employer  contributes  and  which  is 
maintained  pursuant  to  one  or  more 
collective  bargaining  agreements 
between  an  employee  organization  and 
more  than  one  employer. 

(11)  Normal  cost  means  the  annual 
cost  attributable,  under  the  actuarial 
cost  method  in  use,  to  years  subsequent 
to  a  particular  valuation  date. 

(12)  Pay-as-you-go  cost  method  means 
a  method  of  recognizing  pension  cost 
only  when  benefits  are  paid  to  retired 
employees  or  their  beneficiaries. 

(13)  Pension  plan  means  a  deferred 
compensation  plan  established  and 
maintained  by  one  or  more  employers  to 
provide  systematically  for  the  payment 
of  benehts  to  plan  participants  after 
their  retirement,  provided  that  the 
benehts  are  paid  for  life  or  are  payable 
for  life  at  the  option  of  the  employees. 
Additional  benehts  such  as  permanent 
and  total  disability  and  death  payments, 
and  survivorship  payments  to 
beneficiaries  of  deceased  employees 
may  be  an  integral  part  of  a  pension 
plan. 

(14)  Projected  benefit  cost  method 
means  any  of  several  actuarial  cost 
methods  which  distribute  the  estimated 
total  cost  of  all  of  the  employee’s 


prospective  benehts  over  a  period  of 
years,  usually  their  working  careers. 

(b)  The  following  modihcations  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.412- 40  Fundamental  requirement 

(a)  Components  of  pension  cost.  (1) 

For  dehned-beneht  pension  plans,  the 
components  of  pension  cost  for  a  cost 
accounting  period  are  (i)  the  normal  cost 
of  the  period,  (ii)  a  part  of  any  unfunded 
actuarial  liability,  (iii)  an  interest 
equivalent  on  the  unamortized  portion 
of  any  unfunded  actuarial  liability,  and 
(iv)  an  adjustment  for  any  actuarial 
gains  and  losses. 

(2)  For  dehned-contribution  pension 
plans,  the  pension  cost  for  a  cost 
accounting  period  is  the  net  contribution 
required  to  be  made  for  that  period, 
after  taking  into  account  dividends  and 
other  credits,  where  applicable. 

(b)  Measurement  of  pension  cost.  (1) 
For  dehned-beneht  pension  plans,  the 
amount  of  pension  cost  of  a  cost 
accounting  period  shall  be  determined 
by  use  of  an  actuarial  cost  method 
which  measures  separately  each  of  the 
components  of  pension  cost  set  forth  in 
paragraph  (a)(1)  of  this  subsection,  or 
which  meets  the  requirements  set  forth 
in  9904.412-50(b)(2). 

(2)  Each  actuarial  assumption  used  to 
measure  pension  cost  shall  be 
separately  identihed  and  shall  represent 
the  contractor's  best  estimates  of 
anticipated  experience  under  the  plan, 
taking  into  account  past  experience  and 
reasonable  expectations.  The  validity  of 
the  assumptions  used  may  be  evaluated 
on  an  aggregate,  rather  than  on  an 
assumption-by-assumption,  basis. 

(c)  Assignment  of  pension  cost.  The 
amount  of  pension  cost  computed  for  a 
cost  accounting  period  is  assignable 
only  to  that  period.  Except  for  pay-as- 
you-go  plans,  the  cost  assignable  to  a 
period  is  allocable  to  cost  objectives  of 
that  period  to  the  extent  that  liquidation 
of  the  liability  for  such  cost  can  be 
compelled  or  liquidation  is  actually 
effected  in  that  period.  For  pay-as-you- 
go  plans,  the  entire  cost  assignable  to  a 
period  is  allocable  to  cost  objectives  of 
that  period  only  if  the  payment  of 
benefits  earned  by  plan  participants  can 
be  compelled.  If  such  payment  is 
optional  with  the  company,  the  amount 
of  assignable  costs  allocable  to  cost 
objectives  of  that  period  is  limited  to  the 
amount  of  benefits  actually  paid  to 
retirees  or  beneficiaries  in  that  period. 

9904.4 12- 50  Techniques  for  application. 

(a)  Components  of  pension  cost.  (1) 
Any  portion  of  an  unfunded  actuarial 
liability  included  as  a  separately 
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identified  part  of  the  pension  cost  of  a 
cost  accounting  period  shall  be  included 
in  equal  annual  installments.  Each 
installment  shall  consist  of  an  amortized 
portion  of  the  unfunded  actuarial 
liability  plus  an  interest  equivalent  on 
the  unamortized  portion  of  such  liability. 
The  period  of  amortization  shall  be 
established  as  follows: 

(1)  If  amortization  of  an  unfunded 
actuarial  liability  has  begim  prior  to  the 
date  this  Standard  Erst  becomes 
applicable  to  a  contractor,  no  change  in 
the  amortization  period  is  required  by 
this  Standard. 

(ii)  If  amortization  of  an  unfunded 
actuarial  liability  has  not  begun  prior  to 
the  date  this  Standard  first  Incomes 
applicable  to  a  contractor,  the 
amortization  period  shall  begin  with  the 
period  in  which  the  Standard  becomes 
applicable  and  shall  be  no  more  than  30 
years  nor  less  than  10  years.  However,  if 
the  plan  was  in  existence  as  of  January 
1, 1974,  the  amortization  period  shall  Im 
no  more  than  40  years  nor  less  than  10 
years. 

(iii)  Each  unfunded  actuarial  liability 
resulting  from  the  institution  of  new 
pension  plans  or  from  adoption  of 
improvements  to  pension  plans 
subsequent  to  the  date  this  Standard 
first  becomes  applicable  to  a  contractor 
shall  be  amortized  over  no  more  than  30 
years  nor  less  than  10  years. 

(2)  Pension  costs  applicable  to  prior 
years  that  were  specifically  unallowable 
in  accordance  with  then  existing 
Government  contractual  provisions  shall 
be  separately  identified  and  eliminated 
from  any  unfunded  actuarial  liability 
being  amortized  pursuant  to  the 
provision  of  paragraph  {a)(l)  of  this 
subsection,  or  from  ^ture  normal  costs 
if  the  actuarial  cost  method  in  use  does 
not  separately  develop  an  unfunded 
actuarial  liability.  Interest  earned  on 
funded  unallowable  pension  costs, 
based  on  the  valuation  rate  of  return, 
need  not  be  included  by  contractors  as  a 
reduction  of  future  years'  computations 
of  pension  costs  made  pursuant  to  this 
Standard. 

(3)  A  contractor  shall  establish  and 
consistently  follow  a  policy  for  selecting 
specific  amortization  periods  for 
unfunded  actuarial  liabilities,  if  any, 
that  are  developed  under  the  actuarial 
cost  method  in  use.  Such  policy  may 
give  consideration  to  factors  such  as  the 
size  and  nature  of  unfunded  actuarial 
liabilities. 

(4)  Actuarial  assumptions  used  in 
calculating  the  amount  of  an  unfunded 
actuarial  liability  shall  be  the  same  as 
those  used  for  other  components  of 
pension  cost.  If  any  assumptions  are 
changed  during  an  amortization  period, 
the  resulting  increase  or  decrease  in  an 


unfunded  actuarial  liability  shall  be 
separately  amortized  over  no  more  than 
30  years  nor  less  than  10  years. 

(5)  Actuarial  gains  and  losses  shall  be 
identified  separately  from  unfunded 
actuarial  liabilities  that  are  being 
amortized  pursuant  to  the  provisions  of 
this  Standard.  The  accounting  treatment 
to  be  afforded  to  such  gains  and  losses 
shall  be  consistently  applied  for  each 
pension  plan. 

(6)  An  excise  tax  assessed  pursuant  to 
a  law  or  regulation  because  of 
inadequate  or  delayed  funding  of  a 
pension  plan  is  not  a  component  of 
pension  cost. 

(7)  If  any  portion  of  the  pension  cost 
computed  for  a  cost  accounting  period  is 
not  funded  in  that  period,  no  amount  for 
interest  on  the  portion  not  funded  in  that 
period  shall  be  a  component  of  pension 
cost  of  any  future  cost  accounting 
period.  Conversely,  if  a  contractor 
prematurely  funds  pension  costs  in  a 
current  cost  accounting  period,  the 
interest  earned  on  such  premature 
funding,  based  on  the  valuation  rate  of 
return,  may  be  excluded  from  future 
years’  computations  of  pension  cost 
made  pursuant  to  this  Standard. 

(8)  For  purposes  of  this  Standard, 
defined-benefit  pension  plans  funded 
exclusively  by  the  purchase  of 
individual  or  group  permanent  insurance 
or  annuity  contracts  shall  be  treated  as 
defined-contribution  pension  plans. 
However,  all  other  defined-benefit 
pension  plans  administered  wholly  or  in 
part  through  insurance  company 
contracts  shall  be  subject  to  the 
provisions  of  this  Standard  relative  to 
defined-benefit  pension  plans. 

(9)  If  a  pension  plan  is  supplemented 
by  a  separately-funded  plan  which 
provides  retirement  benefits  to  all  of  the 
participants  in  the  basic  plan,  the  two 
plans  shall  be  considered  as  a  single 
plan  for  purposes  of  this  Standard.  If  the 
effect  of  the  combined  plans  is  to 
provide  defined-benefits  for  the  plan 
participants,  the  combined  plan  shall  be 
treated  as  a  defined-benefit  plan  for 
purposes  of  this  Standard. 

(10)  A  multiemployer  pension  plan 
established  pursuant  to  the  terms  of  a 
collective  bargaining  agreement  shall  be 
considered  to  be  a  defined-contribution 
pension  plan  for  purposes  of  this 
Standard. 

(11)  A  pension  plan  applicable  to 
colleges  and  universities  that  is  part  of  a 
State  pension  plan  shall  be  considered 
to  be  a  defined-contribution  pension 
plan  for  purposes  of  this  Standard. 

(b)  Measurement  of  pension  cost  (1) 
The  amount  of  pension  cost  assignable 
to  cost  accounting  periods  shall  be 
measured  by  the  accrued  benefit  cost 
method  or  a  projected  benefit  cost 


method  which  identifies  separately 
normal  costs,  any  unfunded  actuarial 
liability,  and  periodic  determinations  of 
actuarial  gains  and  losses,  except  as 
provided  in  paragraph  (b)(2)  of  this 
subsection. 

(2)  Any  other  projected  benefit  cost 
method  may  be  used,  provided  that 

(i)  The  method  is  used  by  the 
contractor  in  measuring  pension  costs 
for  financial  accounting  purposes; 

(ii)  The  amount  of  p>ension  cost 
assigned  to  a  cost  accounting  period 
computed  under  such  method  is  reduced 
by  the  excess,  if  any,  of  the  value  of  the 
assets  of  the  pension  fund  over  the 
actuarial  liability  of  the  plan  as 
determined  by  a  projected  benefit  cost 
method  set  forth  in  paragraph  (b)(1)  of 
this  subsection; 

(iii)  The  contractor  accumulates 
supplementary  information  identifying 
the  actuarial  gains  and  losses  (and, 
separately,  gains  or  losses  resulting  from 
changed  actuarial  assumptions)  that 
have  occurred  since  the  last 
determination  of  gains  and  losses  and 
the  extent  to  which  such  gains  and 
losses  have  been  amortized  through 
subsequent  pension  contributions  or 
offset  by  gains  and  losses  in  subsequent 
cost  accounting  periods,  and 

(iv)  The  cost  of  future  pension  benefits 
is  spread  over  the  remaining  average 
working  lives  of  the  work  force. 

(3)  Irrespective  of  the  projected 
benefit  cost  method  used  the 
calculation  of  normal  cost  shall  be 
based  on  a  percentage  of  payroll  for 
plans  where  the  pension  l^nefit  is  a 
fimction  of  salaries  and  wages  and  on 
employee  service  for  plans  where  the 
pension  benefit  is  not  a  function  of 
salaries  and  wages. 

(4)  The  cost  of  benefits  under  a  pay- 
as-you-go  pension  plan  shall  be 
measured  in  the  same  manner  as  are  the 
costs  of  defined-benefit  plans  whose 
benefits  are  provided  through  a  funding 
agency. 

(5)  Actuarial  assumptions  should 
reflect  long-term  trends  so  as  to  avoid 
distortions  caused  by  short-term 
fluctuations. 

(6)  Pension  cost  shall  be  based  on 
provisions  of  existing  pensions  plans. 
This  shall  not  precli^e  contractors  from 
making  salary  projections  for  plans 
whose  benefits  are  based  on  salaries 
and  wages,  or  fiom  considering 
improv^  benefits  for  plans  which 
provide  that  such  improved  benefits 
must  be  made. 

(7)  If  the  evaluation  of  the  validity  of 
actuarial  assumptions  shows  that,  in  the 
aggregate,  the  assumptions  were  not 
reasonable,  the  contractor  shall: 
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(1)  Identify  the  major  causes  for  the 
resultant  actuarial  gains  or  losses,  and 

(ii)  provide  information  as  to  the  basis 
and  rationale  used  for  retaining  or 
revising  such  assumptions  for  use  in  tire 
ensuing  cost  accounting  period(s). 

(c)  Assignment  of  pension  cost  (1) 
Amounts  funded  in  excess  of  the 
pension  cost  computed  for  a  cost 
accounting  period  pursuant  to  the 
provisions  of  this  Standard  shall  be 
applied  to  pension  costs  of  future  cost 
accounting  periods. 

(2)  Evidence  that  the  liquidation  of  a 
liability  for  pension  cost  can  be 
compelled  includes: 

(i)  Provisions  of  law  such  as  the 
funding  provisions  of  the  Employee 
Retirement  Income  Security  Act  of  1974, 
except  as  provided  in  paragraph  (c](3]  of 
this  subsection, 

(ii)  A  contractual  agreement  which 
requires  liquidation  of  the  liability,  or 

(iii)  The  existence  of  rights  by  a  third 
party  to  required  liquidation  of  the 
liability. 

(3)  Any  portion  of  pension  cost 
computed  for  a  cost  accounting  period 
that  is  deferred  to  future  periods 
pursuant  to  a  waiver  granted  imder 
provisions  of  the  Employee  Retirement 
Income  Security  Act  of  1974,  shall  not  be 
assigned  to  the  current  period.  Rather, 
such  costs  shall  be  assigned  to  the  cost 
accounting  period(s]  in  which  the 
funding  takes  place. 

(4)  A  liability  for  pension  cost  for  a 
cost  accounting  period  (or,  for  pay-as- 
you-go  plans,  for  payments  to  retirees  or 
beneficiaries  for  a  period)  shall  be 
considered  to  be  liquidated  in  the  period 
if  funding  is  effected  by  the  date 
established  for  filing  a  Federal  income 
tax  return  (including  authorized 
extensions).  For  contractors  not  required 
to  file  Federal  income  tax  retiuns,  the 
date  shall  be  that  established  for  filing 
Federal  corporation  income  tax  returns. 

9904.412-«0  Illustrations. 

(a)  Components  of  pension  cost  (1) 
Contractor  A  has  a  defined-benefit 
pension  plan  for  its  employees.  The 
contractor's  policy  has  been  to  compute 
and  fund  as  annual  pension  cost  normal 
cost  plus  only  interest  on  the  unfunded 
actuarial  liability.  Pursuant  to  9904.412- 
40(aXl).  the  components  of  pension  cost 
for  a  cost  accounting  period  must  now 
include  not  only  the  normal  cost  for  the 
period  and  interest  on  the  unfunded 
actuarial  liability,  but  also  an  amortized 
portion  of  the  unfunded  actuarial 
liability.  The  amortization  of  the  liability 
and  the  interest  equivalent  on  the 
unamortized  portion  of  tiie  liability  must 
be  computed  in  equal  annual 
installments. 


(2)  Contractor  B  has  insured  pension 
plans  for  each  of  two  small  groups  of 
employees.  One  plan  is  funded  through 
a  group  permanent  insurance  contract; 
the  other  plan  is  funded  through  a  group 
deferred  annuity  contract.  Both  plans 
provide  for  defined  beneffts.  Purauant  to 
9904.413-50(a)(8),  for  purposes  of  this 
Standard  the  plan  financed  through  a 
group  permanent  insurance  contract 
shall  be  considered  to  be  a  defined- 
contribution  pension  plan;  the  net 
premium  required  to  be  paid  for  a  cost 
accounting  period  (after  deducting 
dividends  and  any  credits)  shall  be  the 
pension  cost  for  that  period.  However, 
the  group  deferred  annuity  plan  is 
subject  to  the  provisions  of  this 
Standard  that  are  applicable  to  deffned- 
benetit  plans. 

(3)  Contractor  C  provides  pension 
benefits  for  certain  hourly  employees 
through  a  multiemployer  defmed-benefit 
plan.  Under  the  collective  bargaining 
agreement,  the  contractor  pays  six  cents 
into  the  fund  for  each  hour  worked  by 
the  covered  employees.  Pursuant  to 

9904.412- 50(a)(10),  the  plan  shall  be 
considered  to  be  a  defined-contribution 
pension  plan.  The  payments  required  to 
be  made  for  a  cost  accounting  period 
shall  constitute  the  assignable  pension 
cost  for  that  period. 

(4)  Contractor  D  provides  pension 
benefits  for  certain  employees  through  a 
defined-contribution  pension  plan. 
However,  the  contractor  has  a  separate 
fund  which  is  used  to  supplement 
pension  benetits  provided  for  all  of  the 
participants  in  the  basic  plan  in  order  to 
provide  a  minimum  monthly  retirement 
income  to  each  participant.  Pursuant  to 

9904.412- 50(a)(9),  the  two  plans  shall  be 
considered  as  a  single  plan  for  purposes 
of  this  Standard.  Because  the  effect  of 
the  supplemental  fund  is  to  provide 
defined-benefits  for  the  plan’s 
participants,  the  provisions  of  this 
Standard  relative  to  defined-benefit 
pension  plans  shall  be  applicable  to  the 
combined  plan. 

(b)  Measurement  of  pension  cost  (1) 
Contractor  E  has  a  pension  plan  whose 
costs  are  assigned  to  cost  accounting 
periods  by  use  of  an  actuarial  cost 
method  which  does  not  separately 
identify  actuarial  gains  and  losses  or  the 
effect  on  pension  cost  resulting  from 
changed  actuarial  assumptions.  If  this 
cost  method  is  used  to  measure  costs  for 
financial  accounting  puiposes,  it  may  be 
used  for  purposes  of  tiiis  Standard, 
provided  that  the  contractor  develops 
the  supplementary  information  set  forth 
in  9904.412-5(Hb)(2)(iii)  regarding  such 
gains  and  losses  and  changed  actuarial 
assumptions.  In  addition,  fte  contractor 
must  develop  an  actuarial  liability 
determined  by  a  projected  benefit  cost 


method  set  forth  in  9904.412-50(b)(l].  If 
the  resultant  actuarial  liability  is  less 
than  the  value  of  the  pension  fund,  the 
pension  cost  computed  for  the  cost 
accounting  period  must  be  reduced  by 
that  amount  (9904.412-50(b)(2)(ii)). 

(2)  For  a  number  of  years  Contractor  F 
has  had  a  pay-as-you-go  pension  plan 
which  pro^des  for  payments  of  $200  a 
month  to  employees  after  retirement 
The  contractor  is  currently  making  such 
payments  to  several  retired  employees 
and  charges  such  payments  against 
current  income  as  its  pension  cost  For 
the  current  cost  accounting  period,  the 
contractor  paid  benefits  totaling  $24,000. 
Contractor  Fs  method  of  accounting  for 
pension  cost  does  not  comply  with  the 
provisions  of  this  Standard  relative  to 
pay-as-you-go  plans  as  set  forth  in 

9904.412-40(c)  and  9904.412-50(b)(4). 

The  contractor  should: 

(i)  Compute,  by  use  of  an  actuarial 
cost  method,  its  actuarial  liability  for 
benefits  earned  by  plan  participants. 
This  entire  liability  is  always  unfunded 
for  a  pay-as-you-go  plan. 

(ii)  Compute  a  level  amount  which, 
including  an  interest  equivalent,  would 
amortize  the  unfunded  actuarial  liability 
over  a  period  of  no  less  than  10  or  more 
than  40  years. 

(iii)  Compute,  by  use  of  the  actuarial 
cost  method  selected,  a  normal  cost  for 
the  period. 

The  sum  of  paragraphs  (b)(2)  (ii)  and  (iii) 
of  this  subsection  represents  the  amount 
of  pension  cost  assignable  to  the  period. 
If  payment  of  benefits  earned  by  plan 
participants  can  be  compelled,  the  entire 
amount  of  cost  assignable  to  the  period 
is  allocable  to  cost  objectives  of  that 
period.  If  such  payments  cannot  be 
compelled,  the  amount  of  assignable 
cost  allocable  to  cost  objectives  of  that 
period  is  limited  to  the  amount  of 
benefits  actually  paid  in  that  period 
($24,000). 

(3)  Contractor  G  has  two  defined- 
benefit  pension  plans  which  provide  for 
fixed  dollar  payments  to  hourly 
employees.  Under  one  plan,  the 
contractor’s  actuary  believes  that  the 
contractor  will  be  required  to  increase 
the  level  of  benefits  by  specified 
percentages  over  the  next  several  years. 
In  calculating  pension  costs,  tiie 
contractor  may  not  assume  future 
benefits  greater  than  that  currently 
required  by  the  plan.  With  regard  to  the 
second  plan,  a  collective  bargaining 
agreement  negotiated  with  the 
employee's  labor  union  provide  that 
penison  benefits  will  increase  by 
specified  percentages  over  the  next 
several  years.  Because  the  improved 
benefits  are  required  to  be  made,  the 
contractor  can  consider  such  increased 
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benefits  in  computing  pension  costs  for 
the  current  cost  accounting  period 
(9g04.412-50(b](6]). 

(c)  Assignment  of  pension  cost. 
Contractor  H  has  a  trusteed  pension 
plan  for  its  salaried  employees.  It 
computes  $1  million  of  pension  cost  for  a 
cost  accounting  period.  Pursuant  to  the 
funding  provisions  of  the  Employee 
Retirement  Income  Security  Act  of  1974, 
the  company  must  fund  at  least  $800,000. 
Because  liquidation  of  the  liability  for 
the  portion  of  pension  cost  required  by 
law  to  be  funded  ($800,000)  can  be 
compelled,  such  cost  is  allocable  to  cost 
objectives  of  the  period,  in  accordance 
with  9904.412-40(c).  If  Contractor  H  can 
be  compelled  by  the  trustee  or  the  plan 
participants  to  Lnd  the  remaining 
$200,000,  the  liability  therefor  is  also 
allocable  to  cost  objectives  of  that 
period. 

9904.412- 61  Interpretation.  [Reserved] 

9904.412- 62  Exemption. 

None  for  this  Standard. 

9904.412- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  Hscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.413  Adjustment  and  allocation  of 
pension  cost 

9904.413- 10  [Reserved] 

9904.413- 20  Purpose. 

A  purpose  of  this  Standard  is  to 
provide  guidance  for  adjusting  pension 
cost  by  measuring  actuarial  gains  and 
losses  and  assigning  such  gains  and 
losses  to  cost  accounting  periods.  The 
Standard  also  provides  the  bases  on 
which  pension  cost  shall  be  allocated  to 
segments  of  an  organization.  The 
provisions  of  this  Cost  Accounting 
Standard  should  enhance  uniformity 
and  consistency  in  accounting  for 
pension  costs. 

9904.413- 30  Definitions. 

(a)  The  following  are  deHnitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Chapter  99  shall  have 
the  meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Actuarial  assumption  means  a 
prediction  of  future  conditions  affecting 


pension  cost;  for  example,  mortality 
rate,  employee  turnover,  compensation 
levels,  pension  fund  earnings,  changes  in 
values  of  pension  fund  assets. 

(2)  Actuarial  cost  method  means  a 
technique  which  uses  actuarial 
assumptions  to  measure  the  present 
value  of  future  pension  benebts  and 
pension  fund  administrative  expenses, 
and  which  assigns  the  cost  of  such 
beneHts  and  expenses  to  cost 
accounting  periods. 

(3)  Actuarial  gain  and  loss  means  the 
effect  on  pension  cost  resulting  b'om 
differences  between  actuarial 
assumptions  and  actual  experience. 

(4)  Actuarial  liability  means  pension 
cost  attributable,  under  the  actuarial 
cost  method  in  use,  to  years  prior  to  the 
date  of  a  particular  actuarial  valuation. 
As  of  such  date,  the  actuarial  liability 
represents  the  excess  of  the  present 
value  of  the  future  beneHts  and 
administrative  expenses  over  the 
present  value  of  future  contributions  for 
the  normal  cost  for  all  plan  participants 
and  beneficiaries.  The  excess  of  the 
actuarial  liability  over  the  value  of  the 
assets  of  a  pension  plan  is  the  unfunded 
actuarial  liability. 

(5)  Actuarial  valuation  means  the 
determination,  as  of  a  speciHed  date,  of 
the  normal  cost,  actuarial  liability,  value 
of  the  assets  of  a  pension  fund,  and 
other  relevant  values  for  the  pension 
plan. 

(6)  Immediate-gain  actuarial  cost 
method  means  any  of  the  several 
actuarial  cost  methods  under  which 
actuarial  gains  and  losses  are  included 
as  part  of  the  unfunded  actuarial 
liability  of  the  pension  plan,  rather  than 
as  part  of  the  normal  cost  of  the  plan. 

(7)  Normal  cost  means  the  annual  cost 
attributable,  under  the  actuarial  cost 
method  in  use,  to  years  subsequent  to  a 
particular  valuation  date. 

(8)  Pension  plan  means  a  deferred 
compensation  plan  established  and 
maintained  by  one  or  more  employers  to 
provide  systematically  for  the  payment 
of  benefits  to  plan  participants  after 
their  retirement,  provided  that  the 
beneHts  are  paid  for  life  or  are  payable 
for  life  at  the  option  of  the  employees. 
Additional  benebts  such  as  permanent 
and  total  disability  and  death  payments, 
and  survivorship  payments  to 
benebciaries  of  deceased  employees 
may  be  an  integral  part  of  a  pension 
plan. 

(9)  Pension  plan  participant  means 
any  employee  or  former  employee  of  an 
employer,  or  any  member  or  former 
member  of  an  employee  organization 
who  is  or  may  become  eligible  to  receive 
a  beneHt  from  a  pension  plan  which 
covers  employees  of  such  employer  or 
members  of  such  organization  who  have 


satisfied  the  plan’s  participation 
requirements,  or  whose  beneRciaries  are 
receiving  or  may  be  eligible  to  receive 
any  such  beneflt.  A  participant  whose 
employment  status  with  the  employer 
has  not  been  terminated  is  an  active 
participant  of  the  employer’s  pension 
plan. 

(10)  Projected  benefit  cost  method 
means  any  of  the  several  actuarial  cost 
methods  which  distribute  the  estimated 
total  cost  of  all  of  the  employees’ 
prospective  beneRts  over  a  period  of 
years,  usually  their  working  careers. 

(11)  Segment  means  one  of  two  or 
more  divisions,  product  departments, 
plants,  or  other  subdivisions  of  an 
organization  reporting  directly  to  a 
home  ofRce,  usually  identiRed  with 
responsibility  for  proRt  and/or 
producing  a  product  or  service.  The  term 
includes  Government-owned  contractor- 
operated  (GOCO)  facilities,  and  joint 
ventures  and  subsidiaries  (domestic  and 
foreign)  in  which  the  organization  has  a 
majority  ownership.  The  term  also 
includes  those  joint  ventures  and 
subsidiaries  (domestic  and  foreign)  in 
which  the  organization  has  less  than  a 
majority  of  ownership,  but  over  which  it 
exercises  control. 

(12)  Spread-gain  actuarial  cost 
method  means  any  of  the  several 
projected  beneRt  actuarial  cost  methods 
under  which  actuarial  gains  and  losses 
are  included  as  part  of  the  current  and 
future  normal  costs  of  the  pension  plan. 

(13)  Termination  gain  or  loss  means 
an  actuarial  gain  or  loss  resulting  from 
the  difference  between  the  assumed  and 
actual  rates  at  which  plan  participants 
separate  from  employment  for  reasons 
other  than  retirement,  disability,  or 
death. 

(b)  The  following  modifications  of 
terms  deRned  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.413-40  Fundamental  requirement. 

(a)  Assignment  of  actuarial  gains  and 
losses.  Actuarial  gains  and  losses  shall 
be  calculated  annually  and  shall  be 
assigned  to  the  cost  accounting  period 
for  which  the  actuarial  valuation  is 
made  and  subsequent  periods. 

(b)  Valuation  of  the  assets  of  a 
pension  fund.  The  value  of  all  pension 
fund  assets  shall  be  determined  under 
an  asset  valuation  method  which  takes 
into  account  unrealized  appreciation 
and  depreciation  of  pension  fund  assets, 
and  shall  be  used  in  measuring  the 
components  of  pension  cost. 

(c)  Allocation  of  pension  cost  to 
segments.  Contractors  shall  allocate 
pension  cost  to  each  segment  having 
participants  in  a  pension  plan.  A 
separate  calculation  of  pension  cost  for 
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a  segment  is  reqmred  when  the 
conditions  set  forth  in  9904.413-50(c)  (2) 
and  (3)  are  present.  When  these 
conditions  are  not  present  allocations 
may  be  made  by  calculating  a  composite 
pension  cost  for  two  or  more  segments 
and  allocating  this  cost  to  these 
segments  by  means  of  an  allocation 
base. 

9904.413-50  Tectmiques  for  application. 

(a)  Assignment  of  actuarial  gains  and 
losses,  (1)  In  accordance  with  the 
provisions  of  9904.412,  actuarial  gains 
and  losses  shall  be  identified  separately 
from  unfunded  actuarial  liabilities  being 
amortized. 

(2)  Actuarial  gains  and  losses 
determined  under  a  pension  plan  whose 
costs  are  measured  by  an  immediate- 
gain  actuarial  cost  method  shall  be 
amortized  over  a  15-year  period  in  equal 
annual  installments,  beginning  with  the 
date  as  of  which  the  actuarial  valuation 
is  made.  The  installment  for  a  cost 
accounting  period  shall  consist  of  an 
element  for  amortization  of  the  gain  or 
loss  and  an  element  for  interest  on  the 
unamortized  balance  at  the  beginning  of 
the  period.  If  the  actuarial  gain  or  loss 
determined  for  a  cost  accounting  period 
is  not  material,  the  entire  gain  or  loss 
may  be  included  as  a  component  of  the 
current  or  ensuing  year’s  pension  cost 

(3)  Actuarial  gains  and  losses 
applicable  to  a  pension  plan  %vhose 
costs  are  measured  by  a  spread-gain 
actuarial  cost  method  shall  be  included 
as  part  of  current  and  future  normal  cost 
and  spread  over  the  remaining  average 
working  lives  of  the  work  force. 

(b)  Valuation  of  die  assets  of  a 
pension  fund.  (1)  The  actuarial  value  of 
the  assets  of  a  pension  fund  shall  be 
used; 

(1)  In  measuring  actuarial  gains  and 
losses,  and 

(ii)  For  purposes  of  measuring  other 
components  of  pension  cost. 

(2)  Tlie  actuarial  value  of  the  assets  of 
a  pension  fund  may  be  determined  by 
the  use  of  any  recognized  asset 
valuation  method  which  provides 
equivalent  recognition  of  appreciation 
and  depreciation  of  pension  fund  assets. 
However,  the  total  asset  value  produced 
by  the  method  used  shall  fall  within  a 
corridor  from  80  to  120  percent  of  the 
market  value  of  the  assets,  determined 
as  of  the  valuation  date.  If  the  method 
produces  a  value  that  falls  outside  the 
corridor,  the  value  of  the  assets  shall  be 
adjusted  to  equal  the  nearest  boundary 
of  the  corridor. 

(3)  The  method  selected  for  valuing 
pension  fund  assets  shall  be 
consistently  applied  from  year  to  year 
within  each  plan. 


(4)  The  provisions  of  paragraphs  (b) 

(1)  through  (3)  of  this  subsection  are  not 
applicable  to  plans  that  are  funded  with 
insurance  companies  under  contracts 
wli«e  the  insurance  company 
guarantees  benefit  payments. 

(c)  Allocation  of  pension  cost  to 
segments.  (1)  For  contractors  who 
compute  a  composite  pension  cost 
covering  plan  participants  in  two  or 
more  segments,  the  base  to  be  used  for 
allocating  such  cost  shall  be 
representative  of  the  factors  whidi  the 
pension  benefits  are  based.  For 
example,  a  base  consisting  of  salaries 
and  wages  shall  be  used  for  paision 
costs  that  are  calculated  as  a  percentage 
of  salaries  and  wages;  a  base  consisting 
of  the  number  of  employees  shall  be 
used  for  pension  costs  that  are 
calculated  as  an  amount  per  employee. 

(2)  Separate  pension  cost  for  a 
segment  shall  calculated  whenever 
any  of  the  following  conditions  exist  for 
that  segment,  provided  that  such 
conditionfs)  materially  affect  the 
amount  of  pension  cost  allocated  to  the 
segment: 

(i)  There  is  a  material  termination 
gain  or  loss  attributable  to  the  segment 

(ii)  The  level  of  benefits,  eligibility  for 
benefits,  or  age  distribution  is  materially 
different  for  the  segment  than  for  the 
average  of  all  segments,  or 

(iii)  The  appropriate  assumptions 
relating  to  termination,  retirement  age, 
or  salary  scale  are,  in  the  aggregate, 
materially  different  for  the  segment  than 
for  the  average  of  all  segments. 
Calculations  of  termination  gains  or 
losses  shall  give  consideration  to  factors 
such  as  unexpected  early  retirements, 
benefits  becoming  fully  vested,  and 
reinstatements,  or  transfers  without  loss 
of  benefits.  An  amount  may  be 
estimated  for  future  reemployments. 

(3)  Pension  cost  shall  also  be 
separately  calculated  for  a  segment 
under  circumstances  where — 

(i)  The  pension  plan  for  that  segment 
becomes  merged  with  that  of  another 
segment,  and 

(ii)  The  ratios  of  assets  to  actuarial 
liabilities  for  each  of  the  merged  plans 
are  materially  difierent  from  one 
another  after  applying  the  benefits  in 
effect  after  the  merger. 

(4)  Whenever  the  pension  cost  of  a 
segment  is  required  to  be  calculated 
separately  pursuant  to  paragraphs  (c)  (2) 
and  (3)  of  this  subsection,  such 
calculations  shall  be  prospective  only; 
pension  costs  need  not  be  redetermined 
for  prior  years. 

(5)  For  a  segment  whose  pension  costs 
are  required  to  be  calculated  separately 
pursuant  to  paragraph  (c)(2)  of  this 
subsection,  there  shall  be  an  initial 
allocation  of  a  share  in  the  undivided 


pension  fund  assets  to  that  segment,  as 
follows: 

(i)  If  the  necessary  data  are  readily 
determinable,  the  amount  of  assets  to  be 
allocated  to  the  segment  shall  be  the 
amount  of  funds  contributed  by,  or  on 
behalf  of,  the  segment,  increased  by 
income  received  on  sudi  funds,  and 
decreased  by  benefits  and  expenses 
paid  from  such  funds; 

(ii)  if  the  data  specified  in  subdivision 
(i)  of  this  paragraph  (c)(5),  are  not 
readily  determinable  the  actuarial  value 
of  the  pension  fund’s  assets  shall  be 
allocated  to  the  segment  in  a  manner 
consistent  with  the  actuarial  cost 
method  or  methods  used  to  compute 
pension  cost.  For  a  segment  whose 
pension  costs  are  required  to  be 
calculated  separately  pursuant  to 
subparagraph  (c)(3)  of  this  subsection 
the  initial  allocation  of  assets  to  the 
segment  shall  be  the  market  value  of  the 
segment's  assets  as  of  the  date  of  the 
merger. 

(6)  If,  prior  to  the  time  a  contractor  is 
required  to  use  this  Standard,  it  has 
been  calculating  pension  cost  separately 
for  individual  segments,  the  amount  of 
assets  previously  allocated  to  those 
segments  need  not  be  changed. 

(7)  After  the  initial  allocation  of 
assets,  the  contractor  shall  maintain  a 
record  of  the  portion  of  subsequent 
contributions,  income,  benefit  payments, 
and  expenses  attributable  to  the 
segment  and  paid  from  the  pension  fimd; 
income  and  expenses  shall  include  a 
portion  of  any  investment  gains  and 
losses  attributable  to  the  assets  of  the 
pension  fund.  Fund  income  and 
expenses  shall  be  allocated  to  the 
segment  in  the  same  proportion  that  the 
assets  allocated  to  the  segment  bears  to 
total  fund  assets  as  of  the  beginning  of 
the  period  for  which  fund  income  and 
expenses  are  being  allocated. 

(8)  If  plan  participants  transfer  among 
segments,  contractors  need  not  transfer 
assets  or  liabilities  unless  a  transfer  is 
sufficiently  large  to  distort  the  segments* 
ratio  of  fund  assets  to  actuarial 
liabilities. 

(9)  contractors  who  separately 
calculate  the  pension  cost  of  one  or 
more  segments  may  calculate  such  cost 
either  for  all  pension  plan  participants 
assignable  to  the  segment(s)  or  for  only 
the  active  participants  of  the  segment(s). 
If  costs  are  calculated  only  for  active 
participants,  a  separate  segment  shall  be 
created  for  all  of  the  inactive 
participants  of  the  pension  plan  and  the 
cost  thereof  shall  be  calculated.  When  a 
contractor  makes  such  an  election, 
assets  shall  be  allocated  to  the  segment 
for  inactive  participants  in  accordance 
with  paragraphs  (c)  (5),  (6),  and  (7)  of 
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this  subsection.  When  an  employee  of  a 
segment  becomes  inactive,  assets  shall 
be  transferred  from  that  segment  to  the 
segment  established  to  accumulate  the 
assets  and  actuarial  liabilities  for  the 
inactive  plan  participants.  The  amount 
of  funds  transferred  shall  be  that  portion 
of  the  actuarial  liabilities  for  these 
inactive  participants  that  have  been 
funded.  If  inactive  participants  become 
active,  funds  and  liabilities  shall 
similarly  be  transferred  to  the  segments 
to  which  the  participants  are  assigned. 
Such  transfers  need  be  made  only  as  of 
the  last  day  of  a  cost  accounting  period. 
The  total  annual  pension  cost  for  a 
segment  having  active  lives  shall  be  the 
amount  calculated  for  the  segment  plus 
an  allocated  portion  of  the  pension  cost 
calculated  for  the  inactive  participants. 
Such  an  allocation  shall  be  on  the  same 
basis  as  that  set  forth  in  paragraph  (c)(1) 
of  this  subsection. 

(10)  Where  pension  cost  is  separately 
calculated  for  one  or  more  segments,  the 
actuarial  cost  method  used  for  a  plan 
shall  be  the  same  for  all  segments,  as 
required  by  9904.412-50(b).  Unless  a 
separate  calculation  of  pension  cost  for 
a  segment  is  made  because  of  a 
condition  set  forth  in  subdivision 
(c)(2)(iii)  of  this  subsection,  the  same 
actuarial  assumptions  may  be  used  for 
all  segments  covered  by  a  plan. 

(11)  If  a  pension  plan  has  participants 
in  the  home  ofHce  of  a  company,  the 
home  office  shall  be  treated  as  a 
segment  for  purposes  of  allocating  the 
cost  of  the  pension  plan.  Pension  cost 
allocated  to  a  home  office  shall  be  a  part 
of  the  costs  to  be  allocated  in 
accordance  with  the  appropriate 
requirements  of  9904.403. 

(12)  If  a  segment  is  closed,  the 
contractor  shall  determine  the  difference 
between  the  actuarial  liability  for  the 
segment  and  the  market  value  of  the 
assets  allocated  to  the  segment, 
irrespective  of  whether  or  not  the 
pension  plan  is  terminated.  The 
determination  of  the  actuarial  liability 
shall  give  consideration  to  any 
requirements  imposed  by  agencies  of  the 
United  States  Government.  In  computing 
the  market  value  of  assets  for  the 
segment,  if  the  contractor  has  not 
already  allocated  assets  to  the  segment, 
such  an  allocation  shall  be  made  in 
accordance  with  the  requirements  of 
subdivisions  (c)(5)  (i)  and  (ii)  of  this 
subsection.  The  market  value  of  the 
assets  allocated  to  the  segment  shall  be 
the  segment’s  proportionate  share  of  the 
total  market  value  of  the  assets  of  the 
pension  fund.  The  calculation  of  the 
difference  between  the  market  value  of 
the  assets  and  the  actuarial  liability 
shall  be  made  as  of  the  date  of  the  event 


(e.g.,  contract  termination)  that  caused 
the  closing  of  the  segment.  If  such  a  date 
cannot  be  readily  determined,  or  if  its 
use  can  result  in  an  inequitable 
calculation,  the  contracting  parties  shall 
agree  on  an  appropriate  date.  The 
difference  between  the  maricet  value  of 
the  assets  and  the  actuarial  liability  for 
the  segment  represents  an  adjustment  of 
previously-determined  pension  costs. 

9904.413-60  INustratlons. 

(a)  Assignment  of  actuarial  gains  and 
losses.  Contractor  A  has  a  defined- 
benefit  pension  plan  whose  costs  are 
measured  under  an  immediate-gain 
actuarial  cost  method.  The  contractor 
makes  actuarial  valuations  every  other 
year.  In  the  past,  at  each  valuation  date, 
the  contractor  has  calculated  the 
actuarial  gains  and  losses  that  have 
occurred  since  the  previous  valuation 
date  and  has  merged  such  gains  and 
losses  with  the  unfunded  actuarial 
liabilities  that  are  being  amortized. 
Pursuant  to  9904.413-40(a),  the 
contractor  must  make  an  actuarial 
valuation  annually.  Any  actuarial  gains 
or  losses  measured  must  be  separately 
amortized  over  a  15-year  period 
beginning  with  the  period  for  which  the 
actuarial  valuation  is  made  (9904.413- 
50(a)  (1)  and  (2)). 

(b)  Valuation  of  the  assets  of  a 
pension  fund.  Contractor  B  has  a 
defined  benefit  pension  plan,  the  assets 
of  which  are  invested  in  equity 
securities,  debt  securities,  and  real 
property.  The  contractor,  whose  cost 
accounting  period  is  the  calendar  year, 
has  an  annual  actuarial  valuation  of  the 
pension  fund  in  June  of  each  year;  the 
effective  date  of  the  valuation  is  the 
beginning  of  that  year.  The  contractor’s 
method  for  valuing  the  assets  of  the 
pension  fund  is  as  follows:  debt 
securities  expected  to  be  held  to 
maturity  are  valued  on  an  amortized 
basis  running  from  initial  cost  at 
purchase  to  par  value  at  maturity;  land 
and  buildings  are  valued  at  cost  less 
depreciation  taken  to  date;  all  equity 
securities  and  debt  securities  not 
expected  to  be  held  to  maturity  are 
valued  on  the  basis  of  a  5-year  moving 
average  of  market  values.  In  making  an 
actuarial  valuation,  the  contractor  must 
compare  the  values  reached  under  the 
asset  valuation  method  used  with  the 
market  values  of  all  of  the  assets 
(9904.413-40(b)).  In  this  case,  the  assets 
are  valued  as  of  January  1  of  that  year. 
The  contractor  established  the  following 
values  as  of  the  valuation  date. 


Asset 

valuation 

method 

Market 

Cash . 

$100,000 

$100,000 

Equity  securities . 

6.000,000 

7,800,000 

Debt  securities 
expected  to  be 
held  to  maturity . 

550,000 

600,000 

Other  debt  securities . 

600,000 

750,000 

Land  and  buildings, 
net  of 

depreciation . 

400,000 

750,000 

Total . 

$7,650,000 

$10,000,000 

Section  9904.413-50(b)(2)  requires  that 
the  total  value  of  the  assets  of  the 
pension  fund  fall  within  a  corridor  from 
80  to  120  percent  of  market.  The  corridor 
for  the  plan’s  assets  as  of  January  1  is 
from  $12  million  to  $8  million.  Because 
the  asset  value  reached  by  the 
contractor,  $7,650,000,  falls  outside  the 
corridor,  the  value  reached  must  be 
adjusted  to  equal  the  nearest  boundary 
of  the  corridor:  $8  million.  In  subsequent 
years  the  contractor  must  continue  to 
use  the  same  method  for  valuing  assets 
(9904.413-50(b)(3)).  If  the  value  produced 
falls  inside  the  corridor,  such  value  shall 
be  used  in  measuring  pension  cost. 

(c)  Allocation  of  pension  cost  to 
segments.  (1)  Contractor  C  has  a 
defined-benefit  pension  plan  covering 
employees  at  five  segments.  Pension 
cost  is  computed  by  use  of  an 
immediate-gain  actuarial  cost  method. 
One  segment  (X)  is  devoted  primarily  to 
performing  work  for  the  Government. 
During  the  current  cost  accounting 
period.  Segment  X  had  a  large  and 
unforeseeable  reduction  of  employees 
because  of  a  contract  termination  at  the 
convenience  of  the  Government  and 
because  the  contractor  did  not  receive 
an  anticipated  follow-on  contract  to  one 
that  was  completed  during  the  period. 

As  a  result,  the  plan  has  a  large  net 
termination  gain.  As  a  consequence  of 
this  gain  a  separate  calculation  of  the 
pension  cost  for  Segment  X  would  result 
in  a  materially  di^erent  allocation  of 
costs  to  that  segment  than  would  a 
composite  calculation  and  allocation  by 
means  of  a  base.  Accordingly,  pursuant 
to  9904.413-50(c)(2),  the  contractor  must 
calculate  a  separate  pension  cost  for 
Segment  X.  In  doing  so,  the  entire 
termination  gain  must  be  assigned  to 
Segment  X  and  amortized  over  15  years. 
If  the  actuarial  assumptions  for  Segment 
X  continue  to  be  substantially  the  same 
as  for  the  other  segments,  the 
termination  gain  may  be  separately 
amortized  and  allocated  only  to 
Segment  X;  all  other  Segment  X 
computations  may  be  included  as  part  of 
the  composite  calculation.  After  the  gain 
is  amortized,  the  contractor  is  no  longer 
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required  to  separately  calculate  the 
costs  for  Segment  X  unless  subsequent 
events  require  such  separate 
calculation. 

(2)  Contractor  D  has  a  defined-benefit 
pension  plan  covering  employees  at  10 
segments,  all  of  which  have  some 
contracts  subject  to  Cost  Accounting 
Standards.  The  contractor  uses  a 
spread-gain  actuarial  cost  method  and 
calculates  pension  cost  by  developing  a 
pension  cost  rate  and  applying  that  rate 
to  the  salaries  and  wages  of  the  work 
force.  One  of  the  segments  (Segment  Y) 
is  entirely  devoted  to  Government  work. 
The  contractor’s  policy  is  to  place  junior 
employees  in  this  segment.  The  age 
distribution  of  the  employees  of  the 
segment  is  so  different  from  that  of  the 
other  segments  that  the  pension  cost  for 
Segment  Y  would  be  materially  different 
if  computed  separately  than  if  computed 
as  part  of  a  computation  which  averages 
the  ages  of  all  employees  covered  by  the 
plan.  Pursuant  to  9904.413-50(c)(2),  the 
contractor  must  compute  the  pension 
cost  for  Segment  Y  as  if  it  were  a 
separate  pension  plan.  Accordingly,  the 
contractor  must  allocate  a  portion  of  the 
pension  fund's  assets  to  Segment  Y. 
Memorandum  records  may  be  used  in 
making  the  allocation.  However, 
because  this  portion  cannot  be  readily 
determined,  9904.413-50{c){5)(ii)  permits 
the  allocation  to  be  made  on  the  basis  of 
the  actuarial  cost  method  or  methods 
used  to  calculate  prior  years’  pension 
cost  for  the  plan.  Once  the  assets  have 
been  allocated,  in  future  cost  accounting 
periods  the  contractor  shall  make 
separate  pension  cost  calculations  for 
Segment  Y  based  on  the  actual  age 
distribution  for  the  segment.  Because  the 
factors  comprising  pension  cost  for  the 
other  nine  segments  are  relatively  equal, 
the  contractor  may  compute  pension 
cost  for  these  nine  segments  by  using 
composite  factors  and  developing  a 
percentage  of  payroll  for  the  nine 
segments.  The  pension  cost  allocated  to 
each  of  the  nine  segments  shall  be  the 
product  of  the  percentages  developed 
and  the  payroll  of  each  segment 
(9904.413-50(c)(l)). 

(3)  Contractor  E  has  a  defined-benefit 
pension  plan  which  covers  employees  at 
12  segments.  The  contractor  uses 
composite  actuarial  assumptions  to 
develop  a  pension  cost  for  ail  segments. 
Three  of  these  segments  primarily 
perform  Government  work;  the  work  at 
the  other  nine  segments  is  primarily 
commercial.  Employee  turnover  at  the 
segments  performing  commercial  work 
is  relatively  stable.  However, 
employment  experience  at  the 
Government  segments  has  been  very 
volatile:  there  have  been  large 


fluctutations  in  employment  levels  and 
the  contractor  assumes  that  this  pattern 
of  employment  will  continue  to  occur.  It 
is  evident  that  separate  termination 
assumptions  for  the  Government 
segments  and  the  commercial  segments 
will  result  in  materially  different 
pension  costs  for  the  Government 
segments.  Therefore,  the  cost  for  these 
segments  must  be  separately  calculated, 
using  the  appropriate  termination 
assumptions  for  these  segments 
(9904.413-50{c)(2)(iii)). 

(4)  Contractor  F  has  a  defined-benefit 
pension  plan  covering  employees  at  25 
segments.  Twelve  of  these  segments 
primarily  perform  Government  work:  the 
remaining  segments  perform  primarily 
commercial  work.  The  contractor’s 
records  show  that  the  termination 
experience  and  projections  for  the  12 
segments  are  so  different  from  that  of 
the  average  of  all  of  the  segments  that 
separate  pension  cost  calculations  are 
required  for  those  segments  pursuant  to 
9904.413-50(c)(2).  However,  because  the 
termination  experience  and  projections 
are  about  the  same  for  all  12  segments, 
contractor  F  may  calculate  a  composite 
pension  cost  for  the  12  segments  and 
allocate  the  cost  to  these  segments  by 
use  of  an  appropriate  allocation  base. 

(5)  After  this  Standard  becomes 
applicable  to  Contractor  G,  it  acquires 
Contractor  H  and  makes  it  Segment  H. 
Prior  to  the  merger,  each  contractor  has 
its  own  defined-beneHt  pension  plan. 
Under  the  terms  of  the  merger. 
Contractor  H’s  pension  plan  and  plan 
assets  were  merged  with  those  of 
Contractor  G.  The  actuarial 
assumptions,  current  salary  scale,  and 
other  plan  characteristics  are  about  the 
same  for  Segment  H  and  Contractor  G's 
other  segments.  However,  based  on  the 
same  benehts  at  the  time  of  the  merger, 
the  plan  of  Contractor  H  had  a 
disproportionately  larger  unfunded 
actuarial  liability  than  did  Contractor 
G’s  plan.  Any  combining  of  the  assets 
and  actuarial  liabilities  of  both  plans 
would  result  in  materially  different 
pension  cost  allocation  to  Contractor 
G’s  segments  than  if  pension  cost  were 
computed  for  Segment  H  on  the  basis 
that  it  had  a  separate  pension  plan. 
Accordingly,  pursuant  to  9904.413- 
50(c)(5),  Contractor  G  must  allocate  to 
Segment  H  a  portion  of  the  assets  of  the 
combined  plan.  The  amount  to  be 
allocated  shall  be  the  market  value  of 
Segment  H’s  pension  plan  assets  at  the 
date  of  the  merger,  adjusted  for 
subsequent  receipts  and  expenditures 
applicable  to  the  segment  (9904.413- 
50(c)(7)).  Contractor  G  must  use  these 
amounts  of  assets  as  a  basis  for 


calculating  the  annual  pension  cost 
applicable  to  Segment  H. 

(6)  Contractor  1  has  a  defined-benefit 
pension  plan  covering  employees  at 
seven  segments.  The  contractor  has 
been  making  a  composite  pension  cost 
calculation  for  all  of  the  segments. 
However,  the  contractor  determines 
that,  pursuant  to  this  Standard,  separate 
pension  costs  must  be  calculated  for  one 
of  the  segments.  In  accordance  with 
9904.413-50(c)(9),  the  contractor  elects  to 
allocate  fund  assets  only  for  the  active 
participants  of  that  segment.  The 
contractor  must  then  create  a  segment  to 
accumulate  the  assets  and  actuarial 
liabilities  for  the  plan’s  inactive 
participants.  When  active  participants 
of  a  segment  become  inactive,  the 
contractor  must  transfer  assets  to  the 
segment  for  inactive  participants  to 
cover  the  actuarial  liabilities  for  the 
participants  that  become  inactive. 
However,  the  amount  to  be  transferred 
shall  be  proportionate  to  the  percentage 
of  such  liabilities  that  are  funded. 

(7)  Contractor )  has  a  defined-benefit 
pension  plan  covering  employees  at  10 
segments.  The  contractor  makes  a 
composite  pension  cost  calculation  for 
all  segments.  The  contractor’s  records 
show  that  the  termination  experience  for 
one  segment — primarily  performing 
Government  work — has  been 
significantly  different  from  the  average 
turnover  experience  of  the  other 
segments.  Moreover,  the  contractor 
assumes  that  such  different  experience 
will  continue.  Because  of  this  fact,  and 
because  the  application  of  a  different 
termination  assumption  would  result  in 
significantly  different  costs  being 
charged  to  the  Government,  the 
contractor  must  develop  separate 
pension  cost  for  the  segment.  In 
accordance  with  9904.413-50(c)(2),  the 
amount  of  pension  cost  must  be  based 
on  an  acceptable  termination 
assumption  for  that  segment;  however, 
as  provided  in  9904.413-50(c)(10),  all 
other  assumptions  for  that  segment  may 
be  the  same  as  those  for  the  remaining 
segments. 

(8)  Contractor  K  has  a  5-year  contract 
to  operate  a  Government-owned  facility. 
The  employees  of  that  facility  are 
covered  by  the  contractor’s  overall 
defined-benefit  pension  plan  which 
covers  salaried  and  hourly  employees  at 
other  locations.  At  the  conclusion  of  the 
5-year  period,  the  Government  decides 
not  to  renew  the  contract.  Although 
some  employees  are  hired  by  the 
successor  contractor,  as  far  as 
Contractor  K  is  concerned,  the  facility  is 
closed.  Pursuant  to  9904.413-50(c)(12), 
Contractor  K  must  compute  an  unfunded 
actuarial  liability  for  the  pension  plan 
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for  that  facility.  The  contractor  first 
calculates  the  actuarial  babitity  as  of  the 
date  that  contract  expried.  Because 
many  of  Contractor  ICs  employees  are 
terminated  from  the  pension  plan,  the 
Internal  Revenue  Se^ce  considers  it  to 
be  a  partial  plan  termination,  and  thus 
requires  that  the  terminated  employees 
become  fully  vested  in  their  acoued 
benefits  to  the  extent  sudi  benefits  are 
funded.  Taking  this  factor  into 
consideration,  the  actuary  calculates  the 
actuarial  liability  as  amounting  to  $12.5 
milUon.  The  contractor  must  then 
determine  the  maricet  value  of  the 
pension  fund  assets  allocate  to  the 
facility,  pursuant  to  9904.413-50(c)(5),  as 
of  the  date  agreed  to  by  the  contracting 
parties  (9904.413-50(cKl2})  the  date  the 
contract  expired.  In  makii^  this 
determination,  the  contracts 
establishes  the  ratio  of  the  actuarial 
value  of  the  assets  allocable  to  the 
segment  to  the  total  actuarial  value  of 
the  assets  of  the  pension  fund.  The 
product  of  this  ratio  and  the  market 
value  of  all  pension  fund  assets  is  the 
market  value  of  the  assets  allocated  to 
the  segment  In  this  case,  the  market 
value  of  the  segment’s  assets  amounted 
to  $13.8  million.  Thus,  far  this  facility  the 
value  of  pension  fund  assets  exceeded 
the  actuarial  liability  by  $1.3  million. 
Th’.s  amount  indicates  the  extent  to 
which  the  Government  over-contributed 
to  the  pension  plan  for  the  segment  and, 
accordingly,  indicates  the  extent  to 
which  prior  years’  pension  costs  are 
subject  to  adjustment. 

9904.413- 61  Interpretation.  [Reserved) 

9904.413- 62  Exemption. 

None  for  this  Standard. 

9904.413- 63  Effective  ctete. 

'This  Standard  is  efiective  as  of  April 
17, 1992.  Contractors  with  prior  CAS- 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.414  Cost  accounting  atandard— cost 
of  money  as  an  eiement  of  ttw  cost  of 

faCIHIlM  CSpitBL 

9904.414- 10  [Reserved] 

9904.414- 20  Purpose. 

’The  purpose  of  this  Cost  Accounting 
Standard  is  to  establish  criteria  for  the 
measTuement  and  allocation  of  the  cost 
of  capital  committed  to  facilities  as  an 


eiement  of  contract  cost.  Consistent 
application  of  these  criteria  will  improve 
cost  measurement  by  providing  for 
allocation  of  cost  of  contractor 
investment  in  facilities  capital  to 
negotiated  contracts. 

9904.414- 30  Definitions. 

(a)  The  following  are  definitions  of 
terms  udiidi  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Business  Unit  means  any  segment 
of  an  organization,  or  an  entire  business 
organization,  which  is  not  divided  into 
segments. 

(2)  Cost  of  capital  committed  to 
facilities  means  an  imputed  cost 
determined  by  applying  a  cost  of  money 
rate  to  facilities  capital 

(3)  Facilities  capital  means  the  net 
book  value  of  tangible  capital  assets 
and  of  those  intangible  capital  assets 
that  are  subject  to  amortization. 

(4)  Intangible  capital  asset  means  an 
asset  that  has  no  physical  substance, 
has  more  than  minimal  value,  and  is 
expected  to  be  held  by  an  enterprise  for 
continued  use  or  possession  beyond  the 
current  accounting  period  for  the 
benefits  it  yields. 

(5)  Tangible  capital  asset  means  an 
asset  that  has  physical  substance,  more 
than  minimal  value,  and  is  expected  to 
be  held  by  an  enterprise  for  continued 
use  or  possession  beyond  the  current 
accounting  period  for  the  services  it 
yields. 

(b)  ’The  following  modifications  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.414- 40  Fundamental  requirement 

(a)  A  contractor’s  facilities  capital 
shall  be  measured  and  allocated  in 
accordance  with  the  criteria  set  forth  in 
this  Standard.  The  allocated  amount 
shall  be  used  as  a  base  to  which  a  cost 
of  money  rate  is  applied. 

(b)  The  cost  of  money  rate  shall  be 
based  on  rates  determined  by  the 
Secretary  of  the  Treasury,  pursuant  to 
Public  Law  92-41  (85  stat  97). 

(c)  'The  cost  of  capital  committed  to 
facilities  shall  be  separately  computed 
for  each  contract  using  facilities  capital 
cost  of  money  factors  computed  for  each 
cost  accounting  period. 

9904.414- 50  Techniques  for  application. 

(a)  The  investment  base  used  in 
computing  the  cost  of  money  for 
facilities  capital  shall  be  computed  from 
accounting  data  used  for  contract  cost 
purposes.  The  form  and  instructions 


stipulated  in  this  Standard  shall  be  used 
to  make  the  computation. 

(b)  The  cost  of  money  rate  for  any 
cost  accounting  period  shall  be  the 
arithmetic  mean  of  the  interest  rates 
specified  by  the  Secretary  of  the 
Treasury  pursuant  to  Public  Law  92-41 
(85  stat.  97).  Where  the  cost  of  money 
must  be  determined  on  a  prospective 
basis,  the  cost  of  money  rate  shall  be 
based  on  the  most  recent  available  rate 
published  by  the  secretary  of  the 
Treasury. 

(c)  (1)  A  facilities  capital  cost  of 
money  factor  shall  be  determined  for 
each  indirect  cost  pool  to  which  a 
significant  amount  of  facilities  capital 
has  been  allocated  and  which  is  used  to 
allocate  indirect  costs  to  final  cost 
objectives. 

(2)  The  facilities  capital  cost  of  money 
factor  for  an  indirect  cost  pool  shall  be 
determined  in  accordance  with  Form 
CASB  CMF,  and  its  instructions  which 
are  set  forth  in  appendix  A  to  9904.414. 
One  form  will  serve  for  all  the  indirect 
cost  pools  of  a  business  unit. 

(3)  For  each  CAS-covered  contract, 
the  applicable  cost  of  capital  committed 
to  facilities  for  a  given  cost  accounting 
period  is  the  sum  of  the  products 
obtained  by  multiplying  the  amount  of 
allocation  base  units  (such  as  direct 
labor  hours,  or  dollars  of  total  cost 
input)  identified  with  the  contract  for 
the  cost  accounting  period  by  the 
facilities  capital  cost  of  money  factor  for 
the  corresponding  indirect  cost  pool.  In 
the  case  of  process  cost  accounting 
systems,  the  contracting  parties  ma;^ 
agree  to  substitute  an  appropriate 
statistical  measure  for  the  allocation 
base  units  identified  with  the  contract. 

9904.414- 60  Illustrations 

The  use  of  Form  CASB  CMF  and  other 
computations  anticipated  for  this  Cost 
Accounting  Standard  are  illustrated  in 
appendix  B  to  9904.414. 

9904.414- 61  Interprstotion.  [Reserved] 

9904.414- 62  Exemption. 

(a)  For  contractors  who  are  not 
subject  to  full  CAS-coverage  as  of  the 
date  of  publication  of  this  part  99  as  a 
final  rule,  this  Standard  shall  apply  only 
to  those  fully-covered  contracts  with 
subsequent  dates  of  award  and  pricing 
certification. 

(b)  This  Standard  shall  not  apply 
where  compensation  for  the  use  of 
tangible  capital  assets  is  based  on  use 
rates  or  allowances  provided  for  by 
other  appropriate  Federal  procurement 
regulations  such  as  those  governing: 

(1)  Educational  institutions. 

(2)  State,  local  and  Federally 
recognized  Indian  tribal  governments,  or 
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(3)  Construction  equipment  rates  (see 
48  CFR  31.105(d)). 

9904.414-63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992. 

Appendix  A.  to  9904.414— Instructions  for 
Form  CASB  CMF: 


1 
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FACIUTIESC 
COST  OF  MONEY  FACT( 


MLUNO  CODE  311<H)1>C 


FORM  APPROVED  0MB  NUMBER 
0348-0051 
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Purpose 

The  purpose  of  this  form  is  to  (a) 
accumulate  total  facilities  capital  net  book 
values  allocated  to  each  business  unit  for  the 
contractor  cost  accounting  period,  and  (b) 
convert  those  values  to  facilities  capital  cost 
of  money  factors  applicable  to  each  overhead 
or  C&A  expense  allocation  base  employed 
within  a  business  unit. 

Basis 

All  data  pertain  to  the  cost  accounting 
period  for  which  the  contractor  prepares 
overhead  and  G&A  expense  allocations.  The 
cost  of  money  computations  should  be 
compatible  with  those  allocation  procedures. 
More  specifically,  facilities  capital  values 
used  should  be  the  same  values  that  are  used 
to  generate  depreciation  or  amortization  that 
is  allowed  for  Federal  Government  contract 
costing  purposes;  land  which  is  integral  to  the 
regular  operation  of  the  business  unit  shall  be 
included. 

Applicable  Cost  of  Money  Rate  (Col.  1) 

Enter  here  the  rate  as  computed  in 
accordance  with  9904.414-60(b). 

Accumulation  and  Direct  Distribution  of  Net 
Book  Value  (Col.  2) 

Recorded.  Leased  Property,  Corporate. 

The  net  book  value  of  facilities  capital 
items  in  this  column  shall  represent  the 
average  balances  outstanding  during  the  cost 
accounting  period.  This  applies  both  to  items 
that  are  subject  to  periodic  depreciation  or 
amortization  and  also  to  such  items  as  land 
that  are  not  subject  to  periodic  write-offs. 
Unless  there  is  a  major  fluctuation,  it  will  be 
adequate  to  ascertain  the  net  book  value  of 
these  assets  at  the  beginning  and  end  of  each 
cost  accounting  period,  and  to  compute  an 
average  of  those  two  sets  of  figures. 
“Recorded”  facilities  are  the  facilities  capital 
items  owned  by  the  contractor,  carried  on  the 
books  of  the  business  unit,  and  used  in  its 
regular  business  activity.  “Leased  property" 
is  the  capitalized  value  of  leases  for  which 
constructive  costs  of  ownership  are  allowed 
in  lieu  of  rental  costs  under  Government 
procurement  regulations.  Corporate  or  group 
facilities  are  the  business  unit’s  allocable 
share  of  corporate-owned  and  leased 
facilities.  The  net  book  value  of  items  of 
facilities  capital  which  are  held  or  controlled 
by  the  home  office  shall  be  allocated  to  the 
business  unit  on  a  basis  consistent  with  the 
home  office  expense  allocation. 

Distributed  and  Undistributed. 

All  facilities  capital  items  that  are 
identified  in  the  contractor’s  records  as  solely 
applicable  to  an  organizational  unit 
corresponding  to  a  specific  overhead,  G&A  or 
other  indirect  cost  pool  which  is  used  to 
allocate  indirect  costs  to  final  cost  objectives, 
are  listed  against  the  applicable  pools  and 
are  classified  as  “distributed." 
“Undistributed”  is  the  remainder  of  the 
business  unit’s  facilities  capital.  ’The  sum  of 
“distributed”  aitd  “undistributed"  must  also 
correspond  to  the  amount  shown  on  the 
“total”  line. 

Allocation  of  Distributed. 

List  in  the  narrative  column  all  the 
overhead  and  G&A  expense  pools  to  which 


“distributed”  facilities  capital  items  have 
been  allocated.  Enter  the  corresponding 
amounts  in  (Col.  2).  ’The  sum  of  all  the 
amounts  shown  against  specifle  overhead 
and  G&A  expense  pools  must  correspond  to 
the  amount  shown  in  the  "distributed”  line. 

Allocation  of  Undistributed  (Col.  3) 

Business  unit  “undistributed”  facilities  are 
allocated  to  overhead  and  the  G&A  expense 
pools  on  any  reasonable  basis  that 
approximates  the  actual  absorption  of 
depreciation  or  amortization  of  such 
facilities.  For  instance,  the  basis  of  allocation 
of  undistkibuted  assets  in  each  business  unit 
between;  e.g.,  engineering  overhead  pool  and 
the  manufacturing  overhead  pooL  should  be 
related  to  the  manner  in  which  the  expenses 
generated  by  these  assets  are  allocated 
between  the  two  overhead  pools.  Detailed 
analysis  of  this  allocation  is  not  required 
where  essentially  the  same  results  can  be 
obtained  by  other  means.  Where  the  cost 
accounting  system  for  purposes  of 
Government  contract  costing  uses  more  than 
one  “charging  rate”  for  allocating  indirect 
costs  accumulated  in  a  single  cost  pool,  one 
representative  base  may  be  substituted  for 
the  multiplicity  of  bases  used  in  the 
allocation  process.  The  net  book  value  of 
service  center  facilities  capital  items 
appropriately  allocated  should  be  included  in 
this  column.  The  sum  of  the  entries  in  Column 
3  is  equal  to  the  entry  in  the  undistributed 
line.  Column  2. 

A  supporting  work  sheet  of  this  allocation 
should  be  prepared  if  there  is  more  than  one 
service  center  or  other  similar  “intermediate” 
cost  objective  involved  in  the  reallocation 
process. 

Alternative  Allocation  Process — As  an 
alternative  to  the  above  allocation  process  all 
the  undistributed  assets  for  one  or  more 
service  centers  or  similar  intermediate  cost 
objectives  may  be  allocated  to  the  G&A 
expense  pool.  Consequently,  the  cost  of 
money  for  these  undistributed  assets  will  be 
distributed  to  the  final  cost  objectives  on  the 
same  basis  that  is  used  to  allocate  G&A 
expense.  This  procedure  may  be  adopted  for 
any  cost  accounting  period  only  when  the 
contracting  parties  agree  (a)  that  the 
depreciation  or  amortization  generated  by 
these  undistributed  assets  is  immaterial,  or 
(b)  that  the  results  of  this  alternative 
procedure  are  not  likely  to  differ  materially 
from  those  which  would  be  obtained  under 
the  “regular”  allocation  process  described 
previously. 

Total  Net  Book  Value  (Col.  4) 

’The  sum  of  Columns  2  and  3.  ’The  total  of 
this  column  should  agree  with  the  business 
unit’s  total  shown  in  Column  2. 

Cost  of  Money  for  the  Cost  Accounting 
Period  (Col.  5) 

Multiply  the  amounts  in  Column  4  by  the 
percentage  rate  in  Column  1. 

Allocation  Base  for  the  Period  (Col.  6} 

Show  here  the  total  units  of  measure  used 
to  allocate  overhead  and  G&A  expense  poola 
(e.g..  direct  labor  dollars,  machine  hours,  total 
cost  input,  etc.).  Include  service  centers  that 
make  charges  to  final  cost  objectives.  Each 
base  unit-of-measure  must  be  compatible 


with  the  bases  used  for  applying  overhead  In 
the  Federal  Government  contract  cost 
computation.  ’The  total  base  unit  of  measure 
used  for  allocation  in  this  column  refers  to  all 
work  done  In  an  organizational  unit 
associated  with  the  indirect  cost  pool  and  not 
to  Government  work  alone. 

Facilities  Capital  Cost  of  Money  Factors 
(Col.  7) 

The  quotients  of  cost  of  money  for  the  cost 
accounting  period  (Col.  5]  separately  divided 
by  the  corresponding  overhead  or  G&A 
expense  allocation  bases  (CoL  6).  Carry  each 
computation  to  five  decimal  places.  This 
factor  represents  the  cost  of  money 
applicable  to  facilities  capital  allotted  to 
each  unit  of  measure  of  the  overhead  or  G&A 
expense  allocation  base. 

Appendix  B  to  9904.414 — Example— ABC 
Corporation 

ABC  Corporation  has  a  home  office  that 
controls  three  operating  divisions  (Business 
Units  A,  B  &  C).  ’The  home  office  includes  an 
administrative  computer  center  whose  costs 
are  allocated  separately  to  the  business  units. 
’The  separate  allocation  conforms  to  the 
requirements  specified  in  the  Cost 
Accounting  Standard  No.  403.  Tables  1 
through  VI  deal  with  home  office  expense 
allocations  to  business  units. 

The  A  Division  is  a  business  unit  as 
deflned  by  the  CASB,  and  it  uses  one 
engineering  and  one  manufacturing  overhead 
pool  to  accumulate  costs  for  charging 
overhead  to  final  cost  objectives.  In  addition, 
the  indirect  cost  allocation  process  also  uses 
two  “service  centers”  with  their  own  indirect 
cost  pools:  Occupancy  and  technical 
computer  center. 

The  costs  accumulated  in  the  occupancy 
pool  are  allocated  among  manufacturing 
overhead,  engineering  overhead,  and  the 
technical  computer  center  on  the  basis  of 
floor  space  occupied.  The  costs  accumulated 
in  the  technical  computer  center  cost  pool  are 
allocated  to  users  on  the  basis  of  a  CPU 
hourly  rate.  Some  of  these  allocations  are 
made  to  engineering  or  manufacturing 
overhead  while  others  are  allocated  direct  to 
final  cost  objectives. 

At  the  business  unit  level,  all  the  indirect 
expense  incurred  is  regarded  either  as  an 
engineering  or  manufacturing  expense.  Thus 
the  sole  item  that  enters  into  the  business 
unit  G&A  expense  pool  is  the  allocation 
received  by  the  A  Division  from  the  home 
o^ce. 

Operating  results  for  the  A  Division  are 
given  in  Table  VII.  Facilities  capital  items  for 
the  division  are  given  in  Table  IX. 

’The  example  is  based  on  a  single  set  of 
illustrative  contract  cost  data  given  in  Table 
VIII.  Since  two  methods,  the  “regular”  and 
the  “alternative”  method,  are  potentially 
available  for  computing  cost  of  money  on 
facilities  capital  items  two  sets  of  different 
results  can  be  considered. 

In  addition,  total  cost  input  is  used  in  the 
example  as  the  allocation  base  for  the  G&A 
expense.  Two  variations  of  this  example 
have  been  prepared  to  illustrate  the  impact  of 
excluding  or  including  cost  of  money  from 
total  cost  input.  Variation  1,  summarized  in 
Table  XIII,  excludes  cost  of  money  from  the 
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cost  input  allocation  base.  Variation  II, 
summarized  in  Tables  XVII  and  XVIII, 
includes  cost  of  money  in  the  cost  input 
allocation  base. 

Throughout  the  example,  where 
appropriate,  cross  references  have  been 
made  to  the  text  of  the  relevant  parts  of  the 
Standard. 

Variation  I.— Total  Cost  Input  Allo¬ 
cation  Base  Excludes  Cost  of 
Money 


Table  I.— Net  Book  Value  of  Home 
Office  Faciuties  Capital 


Dec.  31. 1974 

Dec.  31,  1975 

Administrative 
computer 
center  facilities 

$550,000 

420,000 

$450,000 

380,000 

Other  home  office 
facilities  capital ... 

Variation  I.— Total  Cost  Input  Allo¬ 
cation  Base  Excludes  Cost  of 
Money— Continued 


Doc.  31. 1974 

Dec.  31, 1975 

Total . 

970,000 

630,000 

The  assets  in  the  above  table  generate 
allowable  depreciation  or  amortization, 
as  explained  in  Instructions  for  Form 
CASB  CMF  (Basis).  Thus  they  should  be 
included  in  the  asset  base  for  cost  of 
money  computation. 

Table  II.— Home  Office  Faciuties 
Capital  Annual  Average  Balances 

Administrative  computer  center  facilities 


capital .  $500,000 

Other  home  office  facilities  capital .  400,000 


Table  II.— Home  Office  Facilities  Cap¬ 
ital  Annual  Average  Balances— 
Continued 

Total .  900,000 


The  above  averages  are  based  on  data 
in  Table  I  computed  in  accordance  with 
the  criteria  in  Instructions  for  Form 
CASB  CMF  (Recorded,  Leased  Property, 
Corporate). 

$970,000 -F  $830,000 = $1,800,000 ‘ 
2=$900,000 

Table  III.— Home  Office  Depreciation 
AND  Amortization  for  1975 

Administrative  computer  center  facilities 


capital .  $100,000 

Other  home  office  facilities  capital .  40,000 

Total .  140,000 


Table  IV.— Allocation  of  ABC  Home  Office  Expenses  to  Divisions  (Business  Units) 


Total 

expense 

Allocation  of  business  units 

A 

B 

c 

Administrative  computer  center . 

$1,800,000 

4,800,000 

$900,000 

2,400,000 

$900,000 

1,200,000 

1,200,000 

Other  home  office . 

Total . 

6,600,000 

3,300,000 

2,100,000 

1,200,000 

The  above  allocation  is  carried  out  in  accordance  with  CAS  403.  The  expense  allocated  to  individual  business  units 
above  includes  depreciation  and  authorization  as  reflected  in  Table  V. 

Table  V.— Depreciation  and  Amortization  Component  of  ABC  Home  Office  Expense 


- 

Total 

depreciation 

and 

arrKXtization 

expense 

Allocation  of  business  urxts 

A 

B 

C 

Administrative  computer  center . 

$100,000 

40,000 

$50,000 

20,000 

$50,000 

10,000 

10,000 

Other  home  office . 

Total . 

140,000 

70,000 

60,000 

10,000 

(a)  Depreciation  and  amortization  allocation  in  Table  V  converted  to  percentages. 

TABLE  VI— Allocation  of  Home  Office  Facilities  Capital  to  Business  Units 


Total 

depreciation 

and 

amoritzation 
expense  (in 
percent) 

Allocation  of  business  units  (in  percent) 

A 

B 

C 

Administrative  computer  center . 

100 

50 

50 

Other  home  office . . 

100 

50 

25 

25 

(b)  Application  of  percentages  in  (a)  to  average  net  book  values  in  Table  II,  in  accordance  with  criteria  in  Instructions 
for  Form  CASB  CMF  (Recorded,  Leased  Property,  Corporate). 
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Administrative  computer  center  facSties  capital.. 
Other  home  office  facilities  capital . 


Total  net 

1  Allocation  of  business  units  | 

book  value 

A 

B 

c 

$500,000 

400.000 

$250,000 

200.000 

$250,000 

100.000 

$100,000 

900.000 

450.000 

350.000 

100.000 

TABLE  VU.— “A”  DtviSlOH  1975  Operating  Results 


Total  cost 
input  and 
other  work 
G.aA 

Fixed  CAS- 
covered 
contract 

Cost 

reimburse¬ 
ment  CAS- 
covered 
contracts 

Commercial 
and  other 
work 

$2,000,000 

$100,000 

$100,000 

$1,800,000 

21.530.000 

11.750W) 

74105.000 

2.575.000 

23^30.000 

11,850.000 

7,305.000 

4.375.000 

2.000.000 

1.500.000 

500.000 

1.600.000 

1.200.000 

400.000 

3.000.000 

1.200.000 

200.000 

1.600.000 

6,000.000 

2.400,000 

400.000 

3,200,000 

570.000 

200.000 

370,000 

36.700.000 

16,350,000 

9,175.000 

9.175.000 

3.300.000 

1.650,000 

825.000 

825.000 

40,000,000 

20.000.000 

10.000.000 

10,000.000 

TABLE  VIII.— Cost  Data  for  the  Contract 


Purchased  parts . . . . . . 

Sut>contract  rtems . 

Technical  computer  time  280  h  at  S250/h. 

Engineermg  labor . 

Engineermg  overhead  at  80  pet . 

Manufacturing  labor . 

Manufacturing  overhead  at  200  pet . 


Total  cost  input  (excluding  cost  of  money) . 

G  &  A.  at  8.99  pct_ . . . . . . . 

Total  cost  irtput  and  G.  &  A  (excluding  cost  of  money) . 


$85,000 

990.000 

70.000 

330.000 

264.000 

1.210.000 

2.420.000 


5.369.000 


483.000 


5.852.000 


Average  net  book  values  are  computed  in  accordance  with  Instructions  to  Form  CASB  CMF.  Average  figures  only  are 
given,  the  underlying  beginning  and  ending  balances  for  1975  have  not  been  reproduced. 

TABLE  IX.— Division  A  Facilities  Capital 


Name  of  indirect  cost  pool  the  asset  is  associated  with 


Engineering  overhead . 

Manufacturing  overhead . . 

Technical  computer  center . 

Occupancy . 

Facilities  capital  recorded  by  division  A  (see  Form  CASB  CMF  instructions  for  description  of  recorded)  .. 
Allocated  from  home  office,  table  VI . - . . . 

Total  division  A . . . . . . . 


Average  net 
book  value 

Annual 

depreciation 

$320,000 

$40,000 

4.500,000 

900.000 

450.000 

90.000 

3.000.000 

200.000 

8.270,000 

1.230.000 

450.000 

8,720.000  j 

(a)  Occupancy  Pool  Assets.  Total  occupancy  pool  expenses  are  assumed  to  be  $1, (XX), 000  of  which  $200,000  is  deprecia¬ 
tion  per  Table  IX.  Allocation  of  the  $3,000,0(X)  net  book  value  of  assets  per  Table  IX  is  performed  on  the  basis  of  floor  space 
utilization. 
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TABLE  X.— Allocation  of  Undistributed  Facilities  Capital 

_  1 

Indirect  cost  pool 

Occupancy 
expense  and 
d^edation 
allocation 

Percent  of 
total  floor 
space  utilized 

Asset  1 

allocation 

Engineering . . 

$200,000 

20 

$600,000 

Manufacturing . . 

750,000 

75 

2,250,000 

Technical  computer . 

50,000 

5 

150,000 

Total . 

1,000,000 

100 

3,000,000 

(b)  Technical  Computer  Center  Assets.  Total  technical  computer  center  expenses  for  the  year  are  assumed  to  be  $770,000 
including  $90,000  depreciation  per  Table  IX  and  $50,000  charge  form  the  occupancy  pool  per  paragraph  (a)  of  this  table.  A 
charging  rate  of  $250  per  hour  is  computed  assuming  a  total  of  3,080  chargeable  CPU  hours  per  annum.  The  net  book  value 
of  assets  amounting  to  $600,000  ($450,000  per  Table  IX  plus  the  $150,000  allocated  per  (a)  above)  is  allocated  on  the  basis  of 
CPU  hours  utilized. 


Overhead  pool  or  cost  objective 

Hours 

charged 

AnKXJnt 

charged 

Percent 

Asset 

allocation 

800 

$200,000 

370,000 

200.000 

770,000 

26 

$156,000 

288,000 

156,000 

600,000 

Cost  reimbursement  contracts,  table  VII . 

1,480 

800 

48 

Engineering  overhead  pool . 

26 

3,080 

100 

(c)  Summary  of  Undistributed  Facilities  Capital  Allocation.  Undistributed  (per  Table  IX). 


Technical  computer  center.. 
Occupancy . 


Total. 


$450,000 

3,000,000 


3,450,000 


Distribution  per  paragraph  (a)  or  (b)  of  this  table  of  balances  to  overhead  pools  that  result  in  charges  direct  to  final  cost 
objectives. 


Overhead  pool 

(a) 

(b) 

Total 

$600,000 

2,250,000 

$156,000 

$756,000 

2,250,000 

444,000 

Martufacturing . 

Technical  computer  center  (diect  charge  to  contracts) . 

444,000 

Total . 

2,850,000 

600,000 

3,450,000 

BILUNG  CODE  3110-«1-M 


I 


-I  - 


f 

I 
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Fofm  CASB-CMF 


TABLE 


FACILITIES  ( 
COST  OF  MONEY  FACTC 

("Regular"  Method  -  Cost  of  Money  I 


CONTRACTOR: 


ABCCorp. 


BUSINESS  UNIT: 


A  Division 


1.  APPLICABLE 


2.  ACCUMULATION  & 


COST  ACCOUNTING  PERIOD:  Y.E.  cost  of  money  direct  distri 


BUSINESS 

UNIT 

FACILITIES 

CAPITAL 


OVERHEAD 

POOLS 


BimONOFN.B.V. 


RECORDED  Table  IX 

8.270.000 

LEASED  PROPERTY 

CORPORATE  OR  GROUP  Table  VI 

450,000 

TOTAL 

UNDISTRIBUTED 

3,450,000  - 

DISTRIBUTED 

5,270,000 

Engineering 


Manufacturing 


Technical  Computer 


Table  IX 


Table  IX 


320,000 


4,500,000 


TOTAL 


5,270,000 


BLE  XI 

ES  CAPITAL 
kCTORS  COMPUTATION 

ney  Excluded  from  Total  Cost  Input) 


I 


I  a  3.  ALLOCATON  Of  4.  TOTAL  NET 
UNDISTRBUTEO  BOOK  VALUE 


BASIS  or 
ALLOCATION 


Worksheet 

ThbleX 


756.000 


2.250,000 


444.000 


5.  COST  OF  MONEY  6.  ALLOCATION 
FOR  THE  COST  BASE  FOR  THE 

ACCOUNTING  PERIOD 

PERIOD 


COLUMNS 
2  ♦  3 


COLUMNS 
1  X  4 


IN  UNIT(S) 
OF  MEASURE 


TablcVII 


1.076,000 


6,750,000 


444,000 


86,080 


540.000 


35,520 


7.  FACILITIES 
CAPITAL  COST 
OF  MONEY 
FACTORS 


COLUMNS 
5  4  6 


$2,000,000  .04304 


$3,000,000  .18 


2,280  hr  15.57895 


450,000 

36,000 

$36,700,000 

.00098 

3,450,000 

8,720,000 

697,600 

//////////////// 

//////////////// 
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TABL 


FACIUTIES 
COST  OF  MONEY  FAC 

("Aliemaiivc"  Method  -  Cost  of  Mon 


CONTRACTOR: 

ABCCorp. 

BUSINESS  UNIT: 

A  Division 

COST  ACCOUNTING  PERIOD:  Y£. 

12/31/75 

1.  APPLICABLE 
COSTOFMOMEY 
RATE  a  ^ 

2.  ACCUMULATION  a 
DIRECT  DISTRI¬ 
BUTION  OF  NA.V. 

RECORDED  Table  IX 


BUSINESS 

UNIT 

FACILITIES 

CAPITAL 


LEASED  PROPERTY 


CORPORATE  OR  GROUP  Table  VI 


TOTAL 


UNDISTRIBUTED 


DISTRIBUTED 


OVERHEAD 

POOLS 


G& A 
EXPENSE 
POOLS 


G&A  Expense 


Table  VI 


8OT.000 


450,000 


3.450,000 


5OT.00O 


Engineering  Table  IX 

320,000 

Manufacturing  Table  IX 

4W.OOO 

450,000 


ABLE  XII 

HES  CAPITAL 
FACTORS  COMPUTATION 

Money  Excluded  from  Total  Cost  Input) 


I 


ON  A  X  ALLOCATION  OF  4.  TOTAL  NET 
R|.  UNOISTRBUTEO  BOOK  VALUE 

IB.V. 


BASIS  OF 
ALLOCATION 


All  to  G&A 
Expense  Pool 


COLUMNS 
2  4  3 


COLUMNS 
1  I  4 


6.  ALLOCATION 
BASE  FOR  THE 
PEROO 


B4  UNIT(S) 
OF  MEASURE 


Table  VII 


7.  FACILITIES 
CAPITAL  COST 
OF  MONEY 
FACTORS 


COLUMNS 

S  4  6 


25,600  $2,000,000 


360,000  $  3,000,000 


3,450,000  I  3,900,000 


312,000  $36,700,000  .00850 


3,450,000 

8,720,000 

697,600 

//////////////// 

//////////////// 

/ 
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Table  XIII.— Summary  of  Cost  of  Money  Computation  on  Faciuties  Capital 


[Cost  of  money  excluded  from  total  cost  input] 


Allocation  base 

Allocated  to 
contract, 
table  VIII 

Computation 
ustng  regular 
facilities, 
capital  cost 
of  money 
factor,  table 

XI 

Amount 

Computation 
using 
alternative 
facilities 
capital,  cost 
of  money 
factor,  table 

XI 

Amount 

$330,000 

1,210,000 

>280 

$5,369,000 

0.04304 

.18 

15.57895 

.00098 

$14,203 

217,800 

4,362 

5,261 

0.0128 

.12 

$4,244 

145,200 

Cost  input . 

.00850 

45,636 

241,626 

195,060 

'  Hours. 


Variation  II— Total  Cost  Input  Allocation  Base  Includes  Cost  of  Money 
Table  XIV.— Recomputation  of  “A"  Division  Total  Cost  Input  To  Reflect  Inclusion  of  Cost  of  Money 


(a)  Regular  method: 

Total  cost  input  per  table  Vll . 

Cost  of  money  applicable  to  facilities  capital  identified  with  overhead  pools  per  subtotal  in  column  5,  table  XV 


$36,700,000 

661,600 


Total  cost  input  irrcluding  cost  of  money . 

(b)  Alternative  method: 

Total  cost  input  per  table  Vll . 

Cost  of  money  applicable  to  facilities  capital  identified  with  overhead  pools  per  subtotal  in  column  5,  table  XVI 


37,361,600 

36,700,000 

385,600 


Total  cost  input  including  cost  of  money. 


37,085,900 
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FormCASB-CMF 


TABLE 


FACILITIES  < 
COST  OF  MONEY  FACT 
("Regular"  Method  •  Cost  of  Mone 


CONTRACTOR:  ABCCorp. 

BUSINESS  UNIT:  A  Division 

COSTACCOUNTiNGPERiOD:  Y.E 

1.  APPLICABLE 

COST  OF  MONEY 

2.  ACCUMULATION  A 
DIRECT  DISTRI- 

12/31A75 

RATE  a  % 

BUriONOFNA.V. 

RECORDED 

Table  DC 

BUSINESS 

LEASED  PROPERTY 

UNIT 

CORPORATE  OR  GROUP  Table  VI 

450,000 

FACILITIES 

TOTAL 

■KV^Tnrrrnil 

CAPITAL 

UNDISTRIBUTED 

3.450.000  - 

DISTRIBUTED 

5,270,000 

OVERHEAD 

POOLS 


Subtotal:  Cost  of  Money 


to  be  included  in  Total 


Cost  Input 


G& A 
EXPENSE 
POOLS 


TOTAL 


5,270.000 


3LEXV 


ES  CAPITAL 

\CTORS  COMPUTATION 

4oney  Included  in  Total  Cost  Input) 


I 


a.  AaOCATION  Of  4.  TOTAL  NET 
UNOISTRBUTEO  BOOK  VALUE 


COLUMNS 
2  ♦  3 


1  COST  OF  MONEY  «.  ALLOCATION 
fOn  THE  COST  BASE  FOR  THE 

ACCOUNTINQ  PERIOO 

PEROO 


7.  FACUTCS 
CAPITAL  COST 
Of  MONEY 
FACTORS 


COLUMNS 
1  X  4 


6.000 


2.250.000 


444,000 


IN  imrT(S) 
OF  MEASURE 


TableVII 

& 

Table  XIV 


1,076,000 


6,750,000 


444.000 


86.080  $  2,000,000 


540.000  $  3,000,000 


2,280  hr 


35,520 


3.450.000 

8,720,000 

697,600 

//////////////// 

//////////////// 
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TABLE 


FADUTIES 
COST  OF  MONEY  FAC! 

CAItemative"  Method  •  Cost  of  Me 


CONTRACTOR:  ABCCofp. 

BUSINESS  UNIT:  A  Division 

1.  APPLICABLE 

2.  ACCUMULATION  A 

COST  ACCOUNTING  PERIOD:  Y,E. 

COST  OF  MONEY 

DIRECT  OISTRI- 

12/31/75 

RATE  a  SL 

BUTIONOFN.B.V. 

RECORDED 

Table  IX 

BUSINESS 

LEASED  PROPERTY 

UNIT 

CORPORATE  OR  GROUP  Table  VI 

450,000 

FACILITIES 

TOTAL 

CAPITAL 

UNDISTRIBUTED 

3.450.000 

DISTRIBUTED 

5.270.000 

Engineering  Table  IX 

320,000 

Manufacturing  Table  IX 

4.500,000 

OVERHEAD 

POOLS 


Subtotal:  Cost  of  Mone 


to  be  included  in  Total 


Cost  Input 


G& A 
EXPENSE 
POOLS 


G&A  Expense 


Table  VI 


450,000 


BIUUNQ  CODE  311(MI1-C 


BLEXVI 


lES  CAPITAL 
ACTORS  COMPUTATION 

if  Money  Include  in  Total  Cost  Input) 


ADDRESS: 

3.  AUOCATIONOF 
UNOISTRBUTEO 

4.  TOTAL  NET 

BOOK  VALUE 

S.  COST  Of  MONEY 
TOR  THE  COST 
ACCOUNTING 
PEROO 

6.  ALLOCATION 
BASE  FOR  THE 
PEROO 

7.  FACILITCS 
CAPITAL  COST 

OF  MONEY 
FACTORS 

BASIS  Of 
ALLOCATION 

COLUMNS 

2  4  3 

COLUMNS 

1  I  4 

M  UNIT(S) 

Of  MEASURE 

COLUMNS 

5  4  6 

All  toGAA 
Expense  Pool 


TableVII 

&. 

Table  XIV 


25,600  $  2,000,000 


360,000  $  3,000,000 


3,450,000 

3,900,000 

312,000 

$37,085,600 

.00841 

3,450,000 

8,720.000 

697,600 

//////////////// 

//////////////// 
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Table  XVII.— Summary  of  Cost  of  Money  Computation  on  Facilities  Capital 


tCost  of  tTX>ney  Included  in  total  cost  input— regular  method] 


Allocation  base 

Allocafed  to 
contract, 
table  VIII 

Computation 
using  regular 
facilities, 
capital  cost  of 
morrey  factor, 
table  XV 

Amount 

$330,000 

1,210,000 

•280 

0.04304 

.18 

15.57895 

$14,203 

217,800 

4,362 

236,365 

236,365 

5,369,000 

■mHhHHI 

MHHHi 

5,605,365 

.00096 

■HHBHBi 

‘  Hours. 


Table  XVIII.— Summary  of  Cost  of  Money  Computation  on  Facilities  Capital  | 

[Cost  of  money  included  in  total  cost  input— alternative  method]  j 


Allocation  base 

Allocated  to 
contract, 
table  VIII 

Computation 
using 
alternative 
facilities, 
capital  cost  of 
morrey  factor, 
table  XVI 

Amount 

$330,000 

1,210,000 

0.0128 

.12 

$4,224 

145,200 

149,424 

149,424 

5,369,000 

Cost  input  taWe  VIII . 

5,518,424 

5,518,424 

.00841 

46.410 

195,834 

Total  cost  of  money  on  facilities  capital . 

9904.4 1 5  Accounting  for  the  cost  of 
deferred  compensation. 

9904.415- 10  [Reserved] 

9904.415- 20  Purpose. 

(a)  The  purpose  of  this  Standard  is  to 
provide  criteria  for  the  measurement  of 
the  cost  of  deferred  compensation  and 
the  assignment  of  such  cost  to  cost 
accounting  periods.  The  application  of 
these  criteria  should  increase  the 
probability  that  the  cost  of  deferred 
compensation  is  allocated  to  cost 
objectives  in  a  uniform  and  consistent 
manner. 

(b)  This  Standard  is  applicable  to  the 
cost  of  all  deferred  compensation  except 
for  compensated  personal  absence  and 
pension  plan  costs  which  are  covered  in 
other  Cost  Accounting  Standards. 

9904.415- 30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Deferred  compensation  means  an 
award  made  by  an  employer  to 
compensate  an  employee  in  a  future  cost 


accounting  period  or  periods  for  services 
rendered  in  one  or  more  cost  accounting 
periods  prior  to  the  date  of  the  receipt  of 
compensation  by  the  employee.  This 
definition  shall  not  include  the  amount 
of  year  end  accruals  for  salaries,  wages, 
or  bonuses  that  are  to  be  paid  within  a 
reasonable  period  of  time  after  the  end 
of  a  cost  accounting  period. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.415-40  Fundamental  requirement. 

(a)  The  cost  of  deferred  compensation 
shall  be  assigned  to  the  cost  accounting 
period  in  which  the  contractor  incurs  an 
obligation  to  compensate  the  employee. 
In  the  event  no  obligation  is  incurred 
prior  to  payment,  the  cost  of  deferred 
compensation  shall  be  the  amount  paid 
and  shall  be  assigned  to  the  cost 
accounting  period  in  which  the  payment 
is  made. 

(b)  The  measurement  of  the  amount  of 
the  cost  of  deferred  compensation  shall 
be  the  present  value  of  the  future 
benefits  to  be  paid  by  the  contractor. 

(c)  The  cost  of  each  award  of  deferred 
compensation  shall  be  considered 
separately  for  purposes  of  measurement 
and  assignment  of  such  costs  to  cost 


accounting  periods.  However,  if  the  cost 
of  deferred  compensation  for  the 
employees  covered  by  a  deferred 
compensation  plan  can  be  measured 
with  reasonable  accuracy  on  a  group 
basis,  separate  computations  for  each 
employee  are  not  required. 

9904.4 1 5-50  T echniques  for  application. 

(a)  The  contractor  shall  be  deemed  to 
have  incurred  an  obligation  for  the  cost 
of  deferred  compensation  when  all  of 
the  following  conditions  have  been  met. 
However,  for  awards  which  require  that 
the  employee  perform  future  service  in 
order  to  receive  the  benefits,  the 
obligation  is  deemed  to  have  been 
incurred  as  the  future  service  is 
performed  for  that  part  of  the  award 
attributable  to  such  future  service: 

(1)  There  is  a  requirement  to  make  the 
future  payment(s]  which  the  contractor 
cannot  unilaterally  avoid. 

(2)  The  deferred  compensation  award 
is  to  be  satisfied  by  a  future  payment  of 
money,  other  assets,  or  shares  of  stock 
of  the  contractor. 

(3)  The  amount  of  the  future  payment 
can  be  measured  with  reasonable 
accuracy. 

(4)  The  recipient  of  the  award  is 
known. 
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(5)  If  the  terms  of  the  award  require 
that  certain  events  must  occur  before  an 
employee  is  entitled  to  receive  the 
benefits,  there  is  a  reasonable 
probability  that  such  events  will  occur. 

(6)  For  stock  options,  there  must  be  a 
reasonable  probability  that  the  options 
ultimately  \^11  be  exercised. 

(b)  If  any  of  the  conditions  in 
9904.415-50(a)  is  not  met.  the  cost  of 
deferred  compensation  shall  be 
assignable  only  to  the  cost  accounting 
period  or  periods  in  which  the 
compensation  is  paid  to  the  employee. 

(c)  If  the  cost  of  deferred 
compensation  can  be  estimated  with 
reasonable  accuracy  on  a  group  basis, 
including  consideration  of  probable 
forfeitures,  such  estimate  may  be  used 
as  the  basis  for  measuring  and  assigning 
the  present  value  of  future  benefits. 

(d)  The  following  provisions  are 
applicable  for  plans  that  meet  the 
conditions  of  9904.415-50(a)  and  the' 
compensation  is  to  be  paid  in  money. 

(1)  If  the  deferred  compensation 
award  provides  that  the  amount  to  be 
paid  shall  include  the  principal  of  the 
award  plus  interest  at  a  rate  fixed  at  the 
date  of  award,  such  interest  shall  be 
included  in  the  computation  of  the 
amount  of  the  futiu«  benefit.  If  no 
interest  is  included  in  the  award,  the 
amount  of  the  future  benefit  is  the 
amount  of  the  award. 

(2)  If  the  deferred  compensation 
award  provides  for  payment  of  principal 
plus  interest  at  a  rate  not  fixed  at  the 
time  of  award  but  based  on  a  specified 
index  which  is  determinable  in  each 
applicable  cost  accounting  period;  e.g..  a 
published  corporate  bond  rate,  such 
interest  shall  be  included  in  the 
computation  of  the  amount  of  future 
benefit.  The  interest  rate  to  be  used 
shall  be  the  rate  in  efiect  at  the  close  of 
the  period  in  which  the  cost  of  deferred 
compensation  is  assignable.  Since  that 
interest  rate  is  likely  to  vary  fi'om  the 
actual  rates  in  future  periods, 
adjustments  shall  be  made  in  any  such 
future  period  in  which  the  variation  in 
rates  materially  affects  the  cost  of 
deferred  compensation. 

(3)  If  the  deferred  compensation 
awanl  provides  for  payment  of  principal 
plus  interest  at  a  rate  not  based  on  a 
specified  index,  or  not  determinable  in 
each  applicable  year,  the — 

(i)  Cost  of  deferred  compensation  for 
the  principal  of  the  award  shall  be 
measured  by  the  present  value  of  the 
fuUire  benefits  of  the  principal,  and  shall 
be  assigned  to  the  cost  accounting 
period  in  which  the  employer  incurs  an 
obligation  to  compensate  ^e  employee; 
and 

(ii)  Interest  on  such  awards  shall  be 
assigned  to  the  cost  accounting  period(s) 


in  which  the  payment  of  the  deferred 
compensation  is  made. 

(4)  If  the  terms  of  the  award  require 
that  the  employee  perform  future  service 
in  order  to  receive  benefits,  the  cost  of 
the  deferred  compensation  shall  be 
appropriately  assigned  to  the  periods  of 
current  and  future  service  based  on  the 
facts  and  circumstances  of  the  award. 
The  cost  of  deferred  compensation  for 
each  cost  accounting  period  shall  be  the 
present  value  of  the  future  benefits  of 
the  deferred  compensation  calculated  as 
of  the  end  of  each  such  period  to  which 
such  cost  is  assigned. 

(5)  In  computing  the  present  value  of 
the  future  benefits,  the  discount  rate 
shall  be  equal  to  the  interest  rate  as 
determined  by  the  Secretary  of  the 
Treasury  pursuant  to  Public  Law  92-41, 
85  stat.  97  at  the  time  the  cost  is 
assignable. 

(6)  If  the  award  is  made  under  a  plan 
which  requires  irrevocable  funding  for 
payment  to  the  employee  in  a  future  cost 
accounting  period  together  with  all 
interest  earned  thereon,  the  amount 
assignable  to  the  period  of  award  shall 
be  the  amount  irrevocably  funded. 

(7)  In  computing  the  assignable  cost 
for  a  cost  accounting  period,  any 
forfeitures  which  reduce  the  employer’s 
obligation  for  payment  of  deferred 
compensation  shall  be  a  reduction  of 
contract  costs  in  the  period  in  which  the 
forfeiture  occurred.  The  amount  of  the 
reduction  for  a  forfeiture  shall  be  the 
amount  of  the  award  that  was  assigned 
to  a  prior  period,  plus  interest 
compounded  annually,  using  the  same 
Treasury  rate  that  was  used  as  the 
discount  rate  at  the  time  the  cost  was 
assigned.  For  irrevocably  funded  plans, 
pursuant  to  9904.415-50(d)(6).  the 
amount  of  the  reduction  for  a  forfeiture 
shall  be  the  amount  initially  funded  plus 
or  minus  a  pro-rata  share  of  the  gains 
and  losses  of  the  fund. 

(8)  If  the  cost  of  deferred 
compensation  for  group  plans  measured 
in  accordance  with  9904.415-50(c]  is 
determined  to  be  greater  than  the 
amounts  initially  assigned  because  the 
forfeiture  was  overestimated,  the 
additional  cost  shall  be  assignable  to 
the  cost  accounting  period  in  which  such 
cost  is  ascertainable. 

(e)  The  following  provisions  are 
applicable  for  plans  that  meet  the 
conditions  of  9904.415-50(a)  and  the 
compensation  is  received  by  the 
employee  in  other  than  money.  The 
measurements  set  forth  herein  constitute 
the  present  value  of  future  benefits  for 
awards  made  in  other  than  money  and, 
therefore,  shall  be  deemed  to  be  a 
reasonable  measure  of  the  amount  of  the 
future  payment: 


(1)  If  the  award  is  made  in  the  stock  of 
the  contractor,  the  cost  of  deferred 
compensation  for  such  awards  shall  be 
based  on  the  market  value  of  the  stock 
on  the  measurement  date;  i.e.,  the  first 
date  the  number  of  shares  awarded  is 
known.  Market  value  is  the  cimrent  or 
prevailing  price  of  the  security  as 
indicated  by  market  quotations.  If  such 
values  are  unavailable  or  not 
appropriate  (thin  market,  volatile  price 
movements,  etc.)  and  acceptable 
alternative  is  the  fair  value  of  the  stock. 

(2)  If  an  award  is  made  in  the  form  of 
options  to  employees  to  purchase  stock 
of  the  contractor,  the  cost  of  deferred 
compensation  of  such  award  shall  be 
the  amount  by  which  the  market  value 
of  the  stock  exceeds  the  option  price 
multiplied  by  the  number  of  shares 
awarded  on  the  measurement  date;  i.e., 
the  first  date  on  which  both  the  option 
price  and  the  niunber  of  shares  is 
known.  If  the  option  price  on  the 
measurement  date  is  equal  to  or  greater 
than  the  market  value  of  the  sto(^,  no 
cost  shall  be  deemed  to  have  been 
incurred  for  contract  costing  purposes. 

(3)  If  the  terms  of  an  award  of  stock  or 
stock  option  require  that  the  employee 
perform  futiu^  service  in  order  to 
receive  the  stock  or  to  exercise  the 
option,  the  cost  of  the  deferred 
compensation  shall  be  appropriately 
assigned  to  the  periods  of  current  and 
future  service  based  on  the  facts  and 
circumstances  of  the  award.  The  cost  to 
be  assigned  shall  be  the  value  of  the 
stock  or  stock  option  at  the 
measurement  date  as  prescribed  in 
9904.415-50  (e)(1)  or  (e)(2). 

(4)  If  an  award  is  made  in  the  form  of 
an  asset  other  than  cash,  the  cost  of 
deferred  compensation  for  such  award 
shall  be  based  on  the  market  value  of 
the  asset  at  the  time  the  award  is  made. 
If  a  market  value  is  not  available,  the 
fair  value  of  the  asset  shall  be  used. 

(5)  If  the  terms  of  an  award,  made  in 
the  form  of  an  asset  other  than  cash, 
require  that  the  employee  perform  future 
service  in  order  to  receive  the  asset,  the 
cost  of  the  deferred  compensation  shall 
be  appropriately  assigned  to  the  periods 
of  current  and  i^ture  service  based  on 
the  facts  and  circumstances  of  the 
award.  The  cost  to  be  assigned  shall  be 
the  value  of  the  asset  at  the  time  of 
award  as  prescribed  in  9904.415-50(e)(4). 

(6)  In  computing  the  assignable  cost 
for  a  cost  accounting  period,  any 
forfeitures  which  reduce  the  employer's 
obligation  for  payment  of  deferred 
compensation  shall  be  a  reduction  of 
contract  costs  in  the  period  in  which  the 
forfeiture  occiured.  The  amount  of  the 
reduction  shall  be  equal  to  the  amount 
of  the  award  that  was  assigned  to  a 
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prior  period,  plus  interest  compounded 
annually,  using  the  Treasury  rate  (see 

9904.415- 50(d){5))  that  was  in  effect  at 
the  time  the  cost  was  assigned.  If  the 
recipient  of  the  award  of  stock  options 
voluntarily  fails  to  exercise  such 
options,  such  failure  shall  not  constitute 
a  forfeiture  under  provisions  of  this 
Standard. 

(7)  Stock  option  awards  or  any  other 
form  of  stock  purchase  plans  containing 
all  of  the  following  characteristics  shall 
be  considered  noncompensatory  and  not 
covered  by  this  Standard: 

(i)  Substantially  all  full-time 
employees  meeting  limited  employment 
qualifications  may  participate. 

(ii)  Stock  is  offered  equally  to  eligible 
employees  or  based  on  a  uniform 
percentage  of  salary  or  wages. 

(iii)  An  option  or  a  purchase  right 
must  be  exercisable  within  a  reasonable 
period. 

(iv)  The  discount  from  the  market 
price  of  the  stock  is  no  greater  than 
would  be  reasonable  in  an  offer  of  stock 
to  stockholders  or  others. 

9904.415- 60  Illustrations. 

(a)  Contractor  A  has  a  deferred 
compensation  plan  in  which  all  cash 
awards  are  increased  each  year  by  an 
interest  factor  equivalent  to  the  long¬ 
term  borrowing  rate  of  the  contractor 
prevailing  during  each  such  year.  The 
interest  factor  based  on  a  variable  long¬ 
term  borrowing  rate  meets  the  criteria  of 

9904.415- 50(d){2).  Consequently,  the  cost 
of  deferred  compensation  for  Contractor 
A  shall  be  measured  by  the  present 
value  of  the  future  benefits  and  shall  be 
assigned  to  the  cost  accounting  period  in 
which  the  contractor  initially  incurs  an 
obligation  to  compensate  the  employee. 
If  the  long-term  borrowing  rate  for 
Contractor  A  was  9  percent  at  the  close 
of  the  period  to  which  the  cost  of 
deferred  compensation  was  assignable, 
then  that  rate  should  be  used  to 
calculate  the  future  benefit.  Any 
adjustment  in  the  cost  of  deferred 
compensation  which  results  from  a 


material  change  in  the  9  percent  rate  in 
future  applicable  periods  shall  be  made 
in  each  such  future  period  or  periods 
(see  9904.415-50(d)(2)). 

(b)  Contractor  B  made  a  deferred 
compensation  award  of  $10,000  to  an 
employee  on  December  31, 1976,  for 
services  performed  in  1976  to  be  paid  in 
equal  annual  payments  of  $2,000  starting 
at  December  31, 1981.  The  terms  of  the 
award  do  not  provide  for  an  interest 
factor  to  be  included  in  the  payment; 
consequently,  according  to  provisions  of 

9904.415-50(d)(l),  interest  may  not  be 
included  in  the  computation  of  the  future 
benefits.  The  assignable  cost  for  1976  is 
computed  as  follows,  assuming  that  the 
interest  rate  determined  by  the 
Secretary  of  the  Treasury  (pursuant  to 
Public  Law  92-41),  85  Stat.  97  at  the  time 
of  the  award  is  8  percent  and  the 
conditions  set  forth  in  9904.415-50(a)  are 
met. 


Year 

Amount  of  future 
payment  x  discount  rate 
8-percent  present  value 
factor = present  value 

1981 . 

$2,0(X)X  0.6805  =  $1,361 
2,000  X. 630 1=1,260 
2,000  X. 5834  =  1.1 67 
2,000  X. 5402 -1,080 

1982 . 

1983 . . . 

1984 . 

1985 . 

2,000  X. 5002  =  1,000 

Assignable  cost  for 
1976. 

5,868 

(c)  Contractor  C  awarded  stock 
options  for  1,000  shares  of  the  contractor 
to  key  employees  on  December  31, 1976, 
under  a  deferred  compensation  plan 
requiring  2  years  of  additional  service 
before  the  awards  can  be  exercised.  The 
facts  and  circumstances  of  the  awards 
indicate  that  the  deferred  compensation 
applies  only  to  the  periods  of  future 
service.  The  market  price  of  the  stock 
was  $26  per  share,  the  option  price  was 
$22,  and  the  interest  rate  established  by 
the  Secretary  of  the  Treasury  in  effect  at 
the  time  of  award  was  8  percent. 

(1)  In  accordance  with  9904.415- 
50(e)(2),  the  cost  of  the  stock  options  is 


the  amount  by  which  the  current  value 
of  the  stock  exceeds  the  option  price 
multiplied  by  the  number  of  shares 
awarded  on  the  measurement  date. 
Thus,  the  total  cost  of  the  stock  options 
is  1,000  shares  multiplied  by  the 
difference  of  the  option  price  and  the 
market  price  ($26-22)  or  $4,000. 

(2)  Under  provisions  of  9904.415- 
50(e)(3),  the  cost  for  stock  options  is 
assigned  to  each  future  cost  accounting 
period  in  which  employee  service  is 
required  and  is  computed  as  follows: 

Assigna¬ 
ble  cost  * 


Year  of  required  service: 

1977  .  $2,000 

1978  .  2,000 


Total  amount  of  award .  4,000 


'  Note  that  this  illustration  assumes  that 
the  facts  and  circumstances  of  the  award 
indicate  that  the  award  relates  equally  to 
each  period  of  future  service.  Thus,  the  as¬ 
signable  cost  was  allocated  on  a  pro-rata 
basis. 

(d)(1)  Contractor  D  has  a  deferred 
compensation  plan  that  specifies  that  an 
employee  receiving  a  cash  award  must 
remain  with  the  company  for  3  calendar 
years  after  the  award  in  order  to  qualify 
and  receive  the  award  and  the  facts  and 
circumstances  indicate  that  the  deferred 
compensation  applies  only  to  the 
periods  of  future  service.  In  accordance 
with  9904.415-50(d)(4).  the  cost  of 
deferred  compensation  is  assignable  to 
the  periods  of  future  service.  Thus,  the 
amount  of  cost  of  deferred 
compensation  to  be  assigned  by 
Contractor  D  for  each  of  the  3  years 
shall  be  the  present  value  of  the  future 
benefits  of  the  deferred  compensation 
award  calculated  as  of  the  end  of  each 
such  period  to  which  such  cost  is 
assigned. 

(2)  Under  this  plan.  Contractor  D 
made  an  award  to  an  employee  of  $3,000 
to  be  paid  at  the  end  of  the  third  year. 
The  assignable  cost  for  each  of  the  3 
years  is  computed  as  follows: 


Year  ‘ 


Amount 
of  future 
payment 


Present  value  factor  ^ 
treasury  rate  ® 


Asssig- 
nable 
cost  for 
each 
year 


1  .  $1,000  X  0.8573  (8  pet  for  2  yr)  =  $857.30 

2  .  1,000  X  0.9302  (7.5  pet  for  1  yr)  =  930.20 

3  .  1.000  X  1.000  (8  pet  for  Oyr)  =  1,000.00 


'  Note  that  in  accordance  with  the  facts  and  circumstances  of  the  award  no  deferred  compensation  is  assignable  to  the  period  in  which  the  award  is  made  and 
that  the  award  relates  equally  to  each  period  of  future  service. 

*  Note  that  since  the  costs  are  measured  at  the  end  of  each  year  of  required  service,  the  present  value  factors  are  based  on  the  number  of  years  from  the  year 
of  assignment  to  the  date  of  payment. 

=*  Note  that  the  prevailing  Treasury  rate  changed  from  year  1  to  year  2. 
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(e)(1)  Contractor  E  has  a  deferred 
compensation  plan  that  speciHes  that  an 
employee  receiving  a  cash  award  must 
remain  with  the  company  for  2  calendar 
years  after  the  award  in  order  to  qualify 
and  receive  the  award.  Contractor  E 
made  an  award  of  $6,000  at  the  end  of 
1976  to  an  employee  to  be  paid  at  the 
end  of  1978.  However,  the  employee 
voluntarily  terminated  his  employment 
before  the  end  of  1977.  The  facts  and 
circiunstances  of  the  award  indicate  that 
$2,000  of  the  award  represents 
compensation  for  services  rendered  in 
the  period  of  award  (1976).  The 
remaining  portion  of  the  award 
represents  compensation  for  services  to 
be  rendered  in  future  periods.  The. 
assignable  cost  for  1976,  which  was  the 
only  period  to  which  costs  were 
assigned  before  termination,  was  the 
present  value  of  $2,000,  the  amount  of 
the  award  attributable  to  the  services  of 
that  period.  Thus,  the  cost  assigned  for 
1976  was: 

Amount  of  future  payment  x  Discount  rate 
present  value  factor  for  2  yr  at  8 
pet = Assignable  cost 
$2,000  X  0.8573 = $1,714.60 

(2)  According  to  provisions  of 

9904.415- 50(d)(7),  the  amount  of  the 
forfeiture  shall  be  the  amount  of  the  cost 
that  was  assigned  to  a  prior  period,  plus 
interest  compounded  annually,  from  the 
year  the  cost  was  assigned  to  the  year  of 
forfeiture,  using  the  same  Treasury  rate 
(see  9904.415-50(d)(5))  that  was  used  as 
the  discount  rate  at  the  time  the  cost 
was  assigned.  The  IRS  rate  in  effect  at 
the  date  of  award  was  8  percent. 

(3)  The  amount  of  the  forfeiture  is 
computed  as  follows: 

Assignable  cost  X  Discount  rate  future  value 
for  1  yr  at  8  pet = Forfeiture 
$1,714.60X1  08=$1, 851.77 

9904.415- 61  Interpretation.  [Reserved] 

9904.415- 62  Exemption. 

None  for  this  Standard. 

9904.415- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CAS- 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 


9904.416  Accounting  for  insurance  costs. 

9904.416- 10  [Reserved]. 

9904.416- 20  Purpose. 

The  purpose  of  this  standard  is  to 
provide  criteria  for  the  measurement  of 
insurance  costs,  the  assignment  of  such 
costs  to  cost  accounting  periods,  and 
their  allocation  to  cost  objectives.  The 
application  of  these  criteria  should 
increase  the  probability  that  insurance 
costs  are  allocated  to  cost  objectives  in . 
a  uniform  and  consistent  manner. 

9904.416- 30  Definitions. 

(a)  The  following  are  dehnitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Actual  cash  value  means  the  cost 
of  replacing  damaged  property  with 
other  property  of  like  kind  and  quality  in 
the  physical  condition  of  the  property 
immediately  prior  to  the  damage. 

(2)  Insurance  administration  expenses 
means  the  contractor’s  costs  of 
administering  an  insurance  program, 
e.g.,  the  costs  of  operating  an  insurance 
or  risk-management  department, 
processing  claims,  actuarial  fees,  and 
service  fee  paid  to  insurance  companies, 
trustees,  or  technical  consultants. 

(3)  Projected  average  loss  means  the 
estimated  long-term  average  loss  per 
period  for  periods  of  comparable 
exposure  to  risk  of  loss. 

(4)  Self-insurance  means  the 
assumption  or  retention  of  the  risk  or 
loss  by  the  contractor,  whether 
voluntarily  or  involuntarily.  Self- 
insurance  includes  the  deductible 
portion  of  purchased  insurance. 

(5)  Self-insurance  charge  means  a  cost 
which  represents  the  projected  average 
loss  under  a  self-insurance  plan. 

(b)  'The  following  modiheations  of 
terms  deflned  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.416- 40  Fundamental  requirement. 

(a)  The  amount  of  insurance  cost  to  be 
assigned  to  a  cost  accounting  period  is 
the  projected  average  loss  for  that 
period  plus  insurance  administration 
expenses  in  that  period. 

(b)  The  allocation  of  insurance  costs 
to  cost  objectives  shall  be  based  on  the 
beneficial  or  casual  relationship 
between  the  insurance  costs  and  the 
benehting  or  causing  cost  objectives. 

9904.416- 50  Techniques  for  application. 

(a)  Measurement  of  projected  average 
loss. 

(1)  For  exposure  to  risk  of  loss  which 
is  covered  by  the  purchase  of  insurance 


or  by  payments  to  a  trusted  fund,  the 
premium  or  payment,  adjusted  in 
accordance  with  the  following  criteria, 
shall  represent  the  projected  average 
loss: 

(i)  'The  premium  cost  applicable  to  a 
given  policy  term  shall  be  assigned  pro 
rata  among  the  cost  accounting  periods 
covered  by  the  policy  term,  except  as 
provided  in  subdivisions  (a)(1)  (ii) 
through  (vi)  of  this  subsection.  A  refund, 
dividend  or  additional  assessment  shall 
become  an  adjustment  to  the  pro  rata 
premium  costs  for  the  earliest  cost 
accounting  period  in  which  the  refund  or 
dividend  is  actually  or  constructively 
received  or  in  which  the  additional 
assessment  is  payable. 

(ii)  Where  insurance  is  purchased 
specifically  for,  and  directly  allocated 
to,  a  single  Hnal  cost  objective,  the 
premium  need  not  be  prorated  among 
cost  accounting  periods. 

(iii)  Any  part  of  a  premium  or 
payment  to  an  insurer  or  trustee,  or  any 
part  of  a  dividend  or  premium  refund 
retained  by  an  insurer  or  trustee  which 
would  be  includable  as  a  deposit  in 
published  financial  statements  prepared 
in  accordance  with  generally  accepted 
accoimting  principles  shall  be  accounted 
for  as  a  deposit  for  the  purpose  of 
determining  insurance  costs. 

(iv)  Any  part  of  a  premium  or  payment 
to  an  insurer  or  to  a  trustee,  or  any  part 
of  a  dividend  or  premium  refund 
retained  by  an  insurer,  for  inclusion  in  a 
reserve  or  fund  established  and 
maintained  on  behalf  of  the  insured  or 
the  policyholder  or  trustor,  shall  be 
accounted  for  as  a  deposit  unless  the 
following  conditions  are  met: 

(A)  The  objectives  of  the  reserve  or 
fund  are  clearly  stated  in  writing. 

(B)  Measurement  of  the  amount 
required  for  the  reserve  or  fund  is 
actuarially  determined  and  is  consistent 
with  the  objectives  of  the  reserve  or 
fund. 

(C)  Payments  and  additions  to  the 
reserve  or  fund  are  made  in  a  systematic 
and  consistent  manner. 

(D)  If  payments  to  accomplish  the 
stated  objectives  of  the  reserve  or  fund 
are  made  from  a  source  other  than  the 
reserve  or  fund,  the  payments  into  the 
reserve  or  fund  are  reduced  accordingly. 

(v)  If  an  objective  of  an  insurance 
program  is  to  prefund  insurance 
coverage  on  retired  persons,  then,  in 
addition  to  the  requirements  imposed  by 
subdivision  (a)(l)(iv)  of  this  subsection, 
the: 

(A)  Payments  must  be  made  to  an 
insurer  or  trustee  to  establish  and 
maintain  a  fund  or  reserve  for  that 
purpose; 
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(B)  Policyholder  or  trustor  must  have 
no  right  of  recaptiue  of  the  reserve  or 
fund  so  long  as  any  active  or  retired 
participant  in  the  program  remains  alive, 
unless  the  interests  of  such  remaining 
participants  are  satisfied  through 
adequate  reinsurance  or  otherwise;  and 

(C)  Amount  added  to  the  reserve  or 
fund  in  any  cost  accounting  jjeriod  must 
not  be  greater  than  an  amount  which 
would  be  required  to  apportion  the  cost 
of  the  insurance  coverage  fairly  over  the 
working  lives  of  the  active  employees  in 
the  plan.  If  a  contractor  establishes  a 
terminal-funded  plan  for  retired  persons 
or  converts  from  a  pay-as-you-go  plan  to 
a  terminal-funded  plan,  the  actuarial 
present  value  of  benefits  applicable  to 
employees  already  retired  shall  be 
amortized  over  a  period  of  15  years. 

(vi)  The  contractor  may  adopt  and 
consistently  follow  a  practice  of 
determining  insurance  costs  based  on 
the  estimated  premium  and  assessments 
net  of  estimated  refunds  and  dividends. 

If  this  practice  is  adopted,  then  any 
difierence  between  an  estimated  and 
actual  refund,  dividend,  or  assessment 
shall  become  an  adjustment  to  the  pro 
rata  net  premium  costs  for  the  earliest 
cost  accounting  period  in  which  the 
refund  or  dividend  is  actually  or 
constructively  received  or  in  which  the 
additional  assessment  is  payable. 

(2)  For  exposure  to  risk  of  loss  which 
is  not  covered  by  the  purchase  of 
insurance  or  by  payments  to  a  trusteed 
fund,  the  contractor  shall  follow  a 
program  of  self-insurance  accounting 
according  to  the  following  criteria: 

(i)  Except  as  provided  in  subdivisions 

(a)(2)(ii)  and  (iii)  of  this  subsection, 
actual  losses  shall  not  become  a  part  of 
insurance  costs.  Instead,  the  contractor 
shall  make  a  self-insurance  charge  for 
each  period  for  each  type  of  self-insured 
risk  which  shall  represent  the  projected 
average  loss  for  that  period.  If  insurance 
could  be  purchased  against  the  self- 
insured  risk,  the  cost  of  such  insurance 
may  be  used  as  an  estimate  of  the 
projected  average  loss;  if  this  method  is 
used,  the  self-insurance  charge  plus 
insurance  administration  expenses  may 
be  equal  to.  but  shall  not  exceed,  the 
cost  of  comparable  purchased  insurance 
plus  the  associated  insurance 
administration  expenses.  However,  the 
contractor’s  actual  loss  experience  shall 
be  evaluated  regularly,  and  self- 
insurance  charges  for  subsequent 
periods  shall  reflect  such  experience  in 
the  same  manner  as  would  purchased 
insurance.  If  insurance  could  not  be 
purchased  against  the  self-insured  risk, 
the  amount  of  the  self-insurance  charge 
for  each  period  shall  be  based  on  the 
contractor’s  experience,  relevant 
industry  experience,  and  anticipated 


conditions  in  accordance  with  accepted 
actuarial  principles. 

(ii)  Where  it  is  probable  that  the 
actual  amount  of  losses  which  will  occur 
in  a  cost  accounting  period  will  not 
difier  significantly  fi^m  the  projected 
average  loss  for  that  period,  the  actual 
amount  of  losses  in  that  period  may  be 
considered  to  represent  the  projected 
average  loss  for  that  period  in  lieu  of  a 
self-insurance  charge. 

(iii)  Under  self-insurance  programs  for 
retired  persons,  only  actual  losses  shall 
be  considered  to  represent  the  projected 
average  loss  imless  a  reserve  or  fund  is 
established  in  accordance  with 
g904.41&-50(a)(l)(v). 

(iv)  The  self-insurance  chcu^e  shall  be 
determined  in  a  manner  which  will  give 
appropriate  recognition  to  any 
indemnification  agreement  which  exists 
between  the  contracting  parties. 

(3)  In  measuring  actual  losses  under 
subparagraph  (a)(2)  of  this  subsection: 

(i)  The  amount  of  a  loss  shall  be 
measured  by: 

(A)  the  actual  cash  value  of  property 
destroyed, 

(B)  amounts  paid  or  accrued  to  repair 
damage, 

(C)  amounts  paid  or  accrued  to  estates 
and  beneficiaries,  and 

(D)  amounts  paid  or  accrued  to 
compensate  claimants,  including 
subrogation. 

Where  the  amount  of  a  loss  which  is 
represented  by  a  liability  to  a  third  party 
is  uncertain,  the  estimate  of  the  loss 
shall  be  the  amount  which  would  be 
includable  as  an  accrued  liability  in 
financial  statements  prepared  in 
accordance  with  generally  accepted 
accounting  principles. 

(ii)  If  a  loss  has  been  incurred  and  the 
amount  of  the  liability  to  a  claimant  is 
fixed  or  reasonably  certain,  but  actual 
payment  of  the  liability  will  not  take 
place  for  more  than  1  year  after  the  loss 
is  incurred,  the  amount  of  the  loss  to  be 
recognized  currently  shall  be  the  present 
value  of  the  future  payments, 
determined  by  using  a  discount  rate 
equal  to  the  interest  rate  as  determined 
by  the  Secretary  of  the  Treasury 
pursuant  to  Public  Law  92-41,  85  stat  97 
in  effect  at  the  time  the  loss  is 
recognized.  Alternatively,  where 
settlement  will  consist  of  a  series  of 
payments  over  an  indefinite  time  period, 
as  in  workmen’s  compensation,  the 
contractor  may  follow  a  consistent 
policy  of  recognizing  only  the  actual 
amounts  paid  in  the  period  of  payment. 

(4)  ’The  contractor  may  elect  to 
recognize  immaterial  amoimts  of  self- 
insured  losses  or  insurance 
administration  expenses  as  part  of  other 


expense  categories  rather  than  as 
“insurance  costs.” 

(b)  Allocation  of  insurance  costs.  (1) 
Where  actual  losses  are  recognized  as 
an  estimate  of  the  projected  average 
loss,  in  accordance  with  9904.416- 
50(a)(2),  or  where  actual  loss  experience 
is  determined  for  the  purpose  of 
developing  self-insurance  charges  by 
segment,  a  loss  which  is  incurred  in  a 
given  segment  shall  be  identified  with 
that  segment  However,  if  the 
contractor’s  home  office  is.  in  effect  a 
reinsurer  of  its  segments  against 
catastrophic  losses,  a  portion  of  such 
catastrophic  losses  shall  be  allocated  to, 
or  identified  with,  the  home  office. 

(2)  Insurance  costs  shall  be  allocated 
on  the  basis  of  the  factors  used  to 
determine  the  premium,  assessment 
refund,  dividend,  or  self-insurance 
charge,  except  that  insurance  costs 
incurred  by  a  segment  or  allocated  to  a 
segment  from  a  home  office  may  be 
combined  with  costs  of  other  indirect 
cost  pools  if  the  resultant  allocation  to 
each  final  cost  objective  is  substantially 
the  same  as  it  would  have  been  if 
separately  allocated  under  this 
provision. 

(3)  Insurance  administration  expenses 
which  are  material  in  relation  to  total 
insurance  costs  shall  be  allocated  on  the 
same  basis  as  the  related  premium  costs 
or  self-insurance  charge. 

(c)  RecOTds.  The  contractor  shall 
maintain  such  records  as  may  be 
necessary  to  substantiate  the  amounts 
of  premiums,  refunds,  dividends,  losses, 
and  self-insurance  charges,  paid  or 
accrued,  and  the  measurement  and 
allocation  of  insurance  costs. 
Memorandum  records  may  be  used  to 
reflect  any  material  difierences  between 
insurance  costs  as  determined  in 
accordance  with  this  standard  and  as 
includable  in  financial  statements 
prepared  in  accordance  with  generally 
accepted  accounting  principles. 

9904.416-60  illustrationa. 

(a)  Contractor  A  pays  a  company¬ 
wide  property  and  casualty  insurance 
premium  for  the  policy  term  July  1, 1980, 
to  July  1, 1983,  and  indudes  the  entire 
amount  as  cost  in  its  cost  accounting 
period  which  ended  December  31, 1980. 
This  is  a  violation  of  9904.416-50(a)(l)(i) 
in  that  only  one-sixth  of  the  policy  term 
fell  within  the  cost  accounting  period 
which  ended  December  31, 1980,  and 
therefore  only  one-sixth  of  the  premium 
should  have  been  included  in  cost  in 
that  cost  accounting  period. 

(b)  Contractor  B  has  a  retrospectively 
rated  worker’s  compensation  insurance 
program.  TTie  policy  term  corresponds 
with  the  contractor’s  cost  accounting 
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period.  Premium  refunds  are  normally 
received  and  applied  in  the  following 
cost  accounting  period.  The  contractor's 
practice  is  to  include  the  entire  gross 
premium  in  insurance  cost  in  the  cost 
accounting  period  in  which  it  is  paid  and 
to  credit  the  refund  against  insurance 
cost  in  the  cost  accounting  period  in 
which  it  is  received.  This  practice 
conforms  with  9904.416-50(a)(l)(i).  The 
contractor  could  also,  under  the 
provisions  of  9904.416-50(a)(l](vi),  have 
followed  a  consistent  practice  of 
estimating  such  refunds  in  advance  and 
including  the  estimated  net  premium  in 
insurance  cost. 

(c)  Contractor  C  establishes  a  self- 
insured  program  of  life  insurance  for 
active  and  retired  persons.  The 
contractor  pays  death  benefits  directly 
to  the  beneficiaries  of  deceased 
employees  and  includes  such  payments 
in  insurance  costs  at  the  time  of 
payment.  This  practice  complies  with 

9904.416- 50(a](2)(iii]  which  requires  that 
only  the  actual  losses  be  recognized 
unless  a  trusteed  reserve  or  fund  is 
established  in  accordance  with 

9904.416- 50(a)(l)(v). 

(d)  Instead  of  paying  death  benefits 
directly,  contractor  D  purchases  annual 
group  term  life  insurance  on  active  and 
retired  persons  and  charges  the 
premiums  to  insurance  costs  (with 
proper  recognition  for  refunds  and 
dividends).  Contractor  D’s  retired 
persons  wish  to  be  protected  against 
possible  discontinuance  of  the  program. 
Contractor  D,  therefore,  establishes  a 
trusteed  fund.  As  each  employee  retires, 
contractor  D  deposits  in  the  fund  an 
amount  which  is  equal  to  the  premium 
on  a  paid-up  policy  for  that  employee, 
and  he  advises  the  trustee  that  the  fund 
is  to  be  used  to  continue  to  pay 
premiums  on  retired  persons  in  the 
event  the  program  is  discontinued.  The 
contractor  also  continues  to  purchase 
group  term  insurance  on  both  active 
employees  and  retired  persons  and 
charges  both  the  premiums  and  the 
deposits  to  insurance  costs.  This 
practice  does  not  comply  with  9904.416- 
50(a](l](iv)(D]  which  requires  that  if 
payments  to  accomplish  the  stated 
objectives  of  the  reserve  or  funds  are 
made  from  a  source  other  than  the 
reserve  or  fund,  the  payments  into  the 
fund  shall  be  reduced  accordingly. 

Note:  In  this  instance  the  contractor  could 
comply  with  the  standard  by  paying  from  the 
fund  that  portion  of  the  group  term  premium 
which  represented  the  retired  persons  or  by 
reducing  the  deposits  to  the  fund  by  an 
equivalent  amount  in  accordance  with 
g904.416-50(a)(l)(iv)(D).  This  practice  would 
also  comply  with  the  requirement  of 
g904.416-50(a)(l)(v)(C)  that  the  amount  added 
to  the  fund  not  be  greater  than  an  amount 


which  would  be  required  to  fairly  allocate  the 
cost  over  the  working  lives  of  the  active 
employees  in  the  plan. 

(e)  Contractor  E  wishes  to  provide 
assurance  of  his  life  insurance  program 
continuance  to  both  active  and  retired 
employees.  He  establishes  a  trusteed 
fund  in  accordance  with  9904.416- 
50(a)(1)  (iv)  and  (v)  and  thereafter  pays 
into  the  fund  each  year  for  each  active 
employee  an  actuarially  determined 
amount  which  will  accumulate  to  the 
equivalent  of  the  premium  on  a  paid-up 
life  insurance  policy  at  retirement.  He 
charges  the  annual  payments  to 
insurance  costs.  Benefits  are  paid 
directly  from  the  fund  (or  the  fund  is 
used  to  pay  the  annual  premiums  on 
group  term  life  insurance  for  all 
employees).  This  practice  also  complies 
with  the  requirement  of  9904.416- 
50(a)(l)(v)(C)  that  the  amoimt  added  to 
the  fund  not  be  greater  than  an  amount 
which  would  be  required  to  fairly 
allocate  the  cost  over  the  working  lives 
of  the  active  employees  in  the  plan. 

(f)  Contractor  F  has  a  fire  insurance 
policy  which  provides  that  the  Hrst 
$50,000  of  any  Hre  loss  will  be  borne  by 
the  contractor.  Because  the  risk  of  loss 
is  dispersed  among  many  physical  units 
of  property  and  the  average  potential 
loss  per  unit  is  relatively  low,  the  actual 
losses  in  any  period  may  be  expected 
not  to  differ  significantly  from  the 
projected  average  loss.  Therefore,  the 
contractor  intends  to  let  the  actual 
losses  represent  the  projected  average 
loss  for  this  exposure  to  risk.  Property 
with  an  actual  cash  value  of  $80,000  is 
destroyed  in  a  frre.  The  contractor 
charges  the  $50,000  of  the  loss  not 
covered  by  the  policy  to  insurance  costs 
for  contract  costing  purposes.  The 
practice  complies  with  the  requirement 
of  9904.416-50(a)(2).  However,  had  the 
contractor’s  plan  been  to  make  a  self- 
insurance  charge  for  such  losses,  then 
any  difference  between  the  self- 
insurance  charge  and  actual  losses  in 
that  cost  accounting  period  would  not 
have  been  allocable  as  an  insurance 
cost. 

(g)  Contractor  G  is  preparing  to  enter 
into  a  Government  contract  to  produce 
explosive  devices.  The  contractor  is 
unable  to  purchase  adequate  insurance 
protection  and  must  act  as  a  self-insurer. 
There  is  a  significant  possibility  of  a 
major  loss,  against  which  the 
Government  will  not  undertake  to 
indemnify  the  contractor.  The 
contractor,  therefore,  intends  to  make  a 
self-insurance  charge  for  this  exposure 
to  risk.  The  contractor  may,  in 
accordance  with  9904.416-50(a)(2)(i),  use 
data  obtained  from  other  contractors  or 
any  other  reasonable  method  of 


estimating  the  projected  average  loss  in 
order  to  determine  the  self-insurance 
charge. 

(h)  Contractor  H  purchases  liability 
insurance  for  all  of  its  motor  vehicles  in 
a  single,  company-wide  policy  which 
contains  a  $50,000  deductible  provision. 
However,  the  company’s  management 
policy  provides  that  when  a  loss  is 
incurred  in  a  segment,  only  the  Hrst 
$5,000  of  the  loss  will  be  charged  to  the 
segment;  the  balance  of  the  loss  will  be 
absorbed  at  the  home-office  level  and 
reallocated  among  all  segments. 

Because  the  risk  of  loss  is  dispersed 
among  many  physical  units  and  the 
maximum  potential  loss  per  occurrence 
is  limited,  the  actual  losses  in  any  cost 
accounting  period  may  be  expected  not 
to  differ  significantly  from  the  projected 
average  loss.  Therefore,  the  contractor 
intends  to  let  the  actual  losses  represent 
the  projected  average  loss  for  this 
exposure  to  risk.  An  analysis  of  the  loss 
experience  shows  that  many  past  losses 
exceeded  $5,000.  Contractor  H’s  practice 
of  allocating  the  loss  in  excess  of  $5,000 
to  the  home  office  is  a  violation  of 

9904.416- 50(b)(l).  The  limit  of  $5,000 
cannot  realistically  be  considered  a 
measure  of  a  “castastrophic”  loss  when 
losses  frequently  exceed  this  amount, 
and  the  use  of  a  limit  this  low  would 
obscure  segment  loss  experience. 

9904.416- 61  Interpretation.  [Reserved] 

9904.416- 62  Exemption. 

None  for  this  Standard. 

9904.416- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.417  Cost  of  money  as  an  element  of 
the  cost  of  capital  assets  under 
construction. 

9904.417- 10  [Reserved] 

9904.417- 20  Purpose. 

The  purpose  of  this  Cost  Accounting 
Standard  is  to  establish  criteria  for  the 
measurement  of  the  cost  of  money 
attributable  to  capital  assets  under 
construction,  fabrication,  or 
development  as  an  element  of  the  cost 
of  those  assets.  Consistent  application 
of  these  criteria  will  improve  cost 
measurement  by  providing  for 
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recognition  of  cost  of  contractor 
investment  in  assets  under  construction, 
and  will  provide  greater  uniformity  in 
accounting  for  asset  acquisition  costs. 

M04.417-30  Definitions. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  deHned 
elsewhere  in  this  Part  99  shall  have  the 
meanings  ascribed  to  them  in  those 
deHnitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Intangible  capital  asset  means  an 
asset  that  has  no  physical  substance, 
has  more  than  minimal  value,  and  is 
expected  to  be  held  by  an  enterprise  for 
continued  use  or  possession  beyond  the 
current  accounting  period  for  the 
benefits  it  yields. 

(2)  Tangible  capital  asset  means  an 
asset  that  has  physical  substance,  more 
than  minimal  value,  and  is  expected  to 
be  held  by  an  enterprise  for  continued 
use  of  possession  beyond  the  current 
accounting  period  for  the  services  it 
yields. 

(b)  The  following  modifications  of 
terms  defmed  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  Noi\e. 

9904.417- 40  Fundamental  requirement 

The  cost  of  money  applicable  to  the 
investment  in  tangible  and  intangible 
capital  assets  being  constructed, 
fabricated,  or  developed  for  a 
contractor’s  own  use  shall  be  included 
in  the  capitalized  acquisition  cost  of 
such  assets. 

9904.417- 50  Tectwilques  tor  application. 

(a)  The  cost  of  money  for  an  asset 
shall  be  calculated  as  follows: 

(1)  The  cost  of  money  rate  used  shall 
be  based  on  interest  rates  determined 
by  the  Secretary  of  the  Treasury 
pursuant  to  Public  Law  92-41  (85  stat 
97). 

(2)  A  representative  investment 
amount  shall  be  determined  each  cost 
accounting  period  for  each  capital  asset 
being  constructed,  fabricated,  or 
developed  giving  appropriate 
consideration  to  the  rate  at  which  costs 
of  construction  are  incurred. 

(3)  Other  methods  for  calculating  the 
cost  of  money  to  be  capitalized,  such  as 
the  method  used  for  Hnancial  accounting 
and  reporting,  may  be  used,  provided 
the  resulting  amount  does  not  differ 
materially  ^m  the  amount  calculated 
by  use  of  paragraphs  (a)  (1)  and  (2)  of 
this  subsection. 

(b)  If  substantially  all  the  activities 
necessary  to  get  the  asset  ready  for  its 
intended  use  are  discontinued,  cost  of 
money  shall  not  be  capitalized  for  the 
period  of  discontinuance.  However,  if 
such  discontinuance  arises  out  of  causes 


beyond  the  control  and  without  the  fault 
or  negligence  of  the  contractor, 
cessation  of  cost  of  money  capitalization 
is  not  required. 

9904.417- 60  Illustrations. 

(a)  A  contractor  decided  to  build  a 
major  addition  to  this  plant  using  both 
his  own  labor  and  outside 
subcontractors.  It  took  13  months  to 
complete  the  building.  The  first  10 
months  of  the  construction  period  were 
in  one  cost  accounting  period.  At  the 
end  of  the  cost  accounting  period  the 
total  charges,  including  cost  of  money 
computed  in  accordance  with  9904.414, 
accumulated  in  the  construction-in¬ 
progress  account  for  this  project 
amounted  to  $750,000.  However,  most  of 
these  construction  costs  were  incurred 
towards  the  end  of  the  cost  accounting 
period.  In  developing  a  method  for 
determining  a  representative  investment 
amount,  appropriate  consideration  must 
be  given  to  the  rate  at  which  costs  have 
been  incurred  in  accordance  with 

9904.417- 50(a)(2).  Therefore,  the 
contractor  averaged  the  10  month-end 
balances  and  determined  that  the 
average  investment  in  the  project  was 
$245,000.  Two  cost  of  money  rates  were 
in  effect  during  the  10-month  period; 
their  time-weighted  average  was 
determined  to  be  0.6  percent. 

Application  of  the  0.6  percent  rate  for 
ten-twelfths  of  a  year  to  the 
representative  balance  of  $245,000 
resulted  in  the  determination  that 
$17,448  should  be  added  to  the 
construction-in-progress  account  in 
recognition  of  the  cost  of  money  related 
to  this  project  in  its  brst  cost  accounting 
period.  The  project  was  completed  with 
the  addition  of  $750,000  of  additional 
costs  during  the  first  3  months  of  the 
subsequent  cost  accounting  period.  The 
contractor  considered  the  3  month-end 
balances  (which  included  the  $17,558 
capitalized  cost  of  money  described  in 
the  preceding  paragraph)  and 
determined  that  the  representative 
balance  was  $1,234,000.  The  cost  of 
money  rate  in  effect  during  this  3-month 
period  was  7.75  percent.  Applying  the 
rate  of  7.75  percent  for  one-fourth  of  a 
year  to  the  balance  of  $1,234,000 
resulted  in  a  determination  that  $23,909 
should  be  added  to  the  construction-in- 
progress  account  in  recognition  of  the 
cost  of  money  while  under  construction 
in  the  second  cost  accounting  period. 
The  capitalized  project  was  put  into 
service  at  the  recognized  cost  of 
acquisition  of  $1,541,467  which  consists 
of  the  ’’regular"  costs  of  $1,500,000  plus 
$17,558  and  $23,909  cost  of  money.  This 
practice  is  in  accordance  with  9904.417- 
50(a)  and  other  applicable  provisions  of 
the  Standard. 


Note:  An  alternative  technique  would  be  to 
make  separate  calculations,  using  an 
appropriate  investment  amount  and  cost  of 
money  rate,  for  each  month.  The  sum  of  the 
monthly  cost  of  money  amounts  could  be 
entered  in  the  construction-in-progress 
account  once  each  cost  accounting  period. 

(b)  A  contractor  built  a  major  addition 
with  identical  basic  data  to  those 
described  in  9904.417-60(a)  except  that 
the  costs  were  incurred  at  a  fairly 
uniform  rate  throughout  the  period. 
Because  of  the  pattern  of  cost 
incurrence,  the  contractor  used 
beginning  and  ending  balances  of  the 
cost  accounting  period  to  find  the 
representative  amounts.  For  the  first 
cost  accounting  period  the 
representative  investment  amount  was 
the  average  of  the  beginning  and  ending 
balances  (zero  and  $750,000),  or 
$375,000.  Application  of  the  average 
interest  rate  of  8.6  percent  for  ten- 
twelfths  of  a  year  resulted  in  the 
determination  that  $26,875  should  be 
added  to  the  construction-in-progress 
account  in  recognition  of  the  cost  of 
money  related  to  this  project  in  its  first 
cost  accounting  period.  During  the 
subsequent  3  months  the  contractor 
used  the  representative  balance  of 
$1,151,875,  derived  by  averaging  the 
beginning  balance  of  $776,875  ($750,000 
"regular”  cost  plus  the  $26,875  imputed 
cost  from  the  prior  period)  and  the 
balance  at  the  end,  $1,526,875.  Applying 
the  7.75  percent  cost  of  money  rate  to 
this  balance  for  a  3-month  period 
resulted  in  a  determination  that  $22,317 
should  be  added  to  the  construction-in- 
progress  account  in  recognition  of  the 
cost  of  money  while  under  construction 
in  the  second  cost  accounting  period. 

The  capitalized  project  was  put  into 
service  at  the  recognized  cost  of 
acquisition  of  $1,549,192  which  consists 
of  the  “regular"  costs  of  $1,500,000  plus 
$26,875  and  $22,317  imputed  cost  of 
money.  This  practice  is  in  accordance 
with  9904.417-50(a)  and  other  applicable 
provisions  of  the  Standard. 

Note:  If  this  contractor,  acting  in 
accordance  with  established  Standards  for 
Tinancial  accounting,  allocated  a  portion  of  its 
paid  interest  expense  to  this  construction 
project  and  the  resultant  acquisition  cost  for 
Hnancial  reporting  purposes  was  not 
materially  different  ffom  $1,549,192,  the 
contractor  could,  in  accordance  with 

9904.417- 50(a)(iii),  use  the  same  acquisition 
cost  for  contract  costing  purposes. 

9904.417- 61  interpratation.  I  Reserved  I 

9904.417- 62  Exemption. 

None  for  this  Standard. 
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9904.417- 63  EffMtiv*  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  next  full  Hscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.418  Allocation  of  direct  and  Indirect 
costa. 

9904.418- 10  [Reserved] 

9904.418- 20  Purpose. 

The  purpose  of  this  Cost  Accounting 
Standard  is  to  provide  for  consistent 
determination  of  direct  and  indirect 
costs;  to  provide  criteria  for  the 
accumulation  of  indirect  costs,  including 
service  center  and  overhead  costs,  in 
indirect  cost  pools;  and,  to  provide 
guidance  relating  to  the  selection  of 
allocation  measures  based  on  the 
beneficial  or  causal  relationship 
between  an  indirect  cost  pool  and  cost 
objectives.  Consistent  application  of 
these  criteria  and  guidance  will  improve 
classiHcation  of  costs  as  direct  and 
indirect  and  the  allocation  of  indirect 
costs. 

9904.418- 30  Definitions. 

(a)  The  following  are  detinitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  chapter  99  shall  have 
the  meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Allocate  means  to  assign  an  item 
of  cost,  or  a  group  of  items  of  cost,  to 
one  or  more  cost  objectives.  This  term 
includes  both  direct  assignment  of  cost 
and  the  reassignment  of  a  share  from  an 
indirect  cost  pool. 

(2)  Direct  cost  means  any  cost  which 
is  identihed  speciHcally  with  a 
particular  final  cost  objective.  Direct 
costs  are  not  limited  to  items  which  are 
incorporated  in  the  end  product  as 
material  or  labor.  Costs  identified 
specifically  with  a  contract  are  direct 
costs  of  that  contract.  All  costs 
identified  specifically  with  other  final 
cost  objectives  of  the  contractor  are 
direct  costs  of  those  cost  objectives. 

(3)  Indirect  cost  means  any  cost  not 
directly  identified  with  a  single  final 
cost  objective,  but  identiHed  with  two  or 
more  final  cost  objectives  or  with  at 
least  one  intermediate  cost  objective. 

(4)  Indirect  cost  pool  means  a 
grouping  of  incurred  costs  identified 
with  two  or  more  cost  objectives  but  not 


identified  specifically  with  any  final  cost 
objective. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  chapter 
99  are  applicable  to  this  Standard:  None. 

9904.418-40  Fundamental  requirements. 

(a)  A  business  unit  shall  have  a 
written  statement  of  accounting  policies 
and  practices  for  classifying  costs  as 
direct  or  indirect  which  shall  be 
consistently  applied. 

(b)  Indirect  costs  shall  be 
accumulated  in  indirect  cost  pools 
which  are  homogeneous. 

(c)  Pooled  costs  shall  be  allocated  to 
cost  objectives  in  reasonable  proportion 
to  the  beneficial  or  causal  relationship 
of  the  pooled  costs  to  cost  objectives  as 
follows: 

(1)  If  a  material  amount  of  the  costs 
included  in  a  cost  pool  are  costs  of 
management  or  supervision  of  activities 
involving  direct  labor  or  direct  material 
costs,  resource  consumption  cannot  be 
specifically  identified  with  cost 
objectives.  In  that  circumstance,  a  base 
shall  be  used  which  is  representative  of 
the  activity  being  managed  or 
supervised. 

(2)  If  the  cost  pool  does  not  contain  a 
material  amount  of  the  costs  of 
management  or  supervision  of  activities 
involving  direct  labor  or  direct  material 
costs,  resource  consumption  can  be 
specifically  identified  with  cost 
objectives.  The  pooled  cost  shall  be 
allocated  based  on  the  specific 
identifiability  of  resource  consumption 
with  cost  objectives  by  means  of  one  of 
the  following  allocation  bases: 

(1)  A  resource  consumption  measure, 

(ii)  An  output  measure,  or 

(iii)  A  surrogate  that  is  representative 
of  resources  consumed. 

The  base  shall  be  selected  in 
accordance  with  the  criteria  set  out  in 

9904.418- 50(6). 

(d)  To  the  extent  that  any  cost 
allocations  are  required  by  the 
provisions  of  other  Cost  Accounting 
Standards,  such  allocations  are  not 
subject  to  the  provisions  of  this 
Standard. 

(e)  'This  Standard  does  not  cover 
accoimting  for  the  costs  of  special 
facilities  where  such  costs  are 
accounted  for  in  separate  indirect  cost 
pools. 

9904.418- 50  TeclMiiqiws  for  application. 

(a)  Determination  of  direct  cost  and 
indirect  cost.  (1)  The  business  unit’s 
written  policy  classifying  costs  as  direct 
or  indirect  shall  be  in  conformity  with 
the  requirements  of  this  Standard. 

(2)  In  accounting  for  direct  costs  a 
business  unit  shall  use  actual  costs, 
except  that — 


(i)  Standard  costs  for  material  and 
labor  may  be  used  as  provided  in 
9904.407;  or 

(ii)  An  average  cost  or  pre-established 
rate  for  labor  may  be  used  provided  that 

(A)  The  functions  performed  are  not 
materially  disparate  and  employees 
involved  are  interchangeable  with 
respect  to  the  functions  performed,  or  ' 

(B)  The  functions  performed  are 
materially  disparate  but  the  employees 
involved  either  all  work  in  a  single 
production  unit  yielding  homogeneous 
outputs,  or  perform  their  respective 
functions  as  an  integral  team. 

Whenever  average  cost  or  pre- 
established  rates  for  labor  are  used,  the 
variances,  if  material,  shall  be  disposed 
of  at  least  annually  by  allocation  to  cost 
objectives  in  proportion  to  the  costs 
previously  allocated  to  these  cost 
objectives. 

(3)  Labor  or  material  costs  identified 
specifically  with  one  of  the  particular 
cost  objectives  listed  in  paragraph  (d)(3) 
of  this  subsection  shall  be  accounted  for 
as  direct  labor  or  direct  material  costs. 

(b)  Homogeneous  indirect  cost  pools. 
(1)  An  indirect  cost  pool  is  homogeneous 
if  each  significant  activity  whose  costs 
are  included  therein  has  the  same  or  a 
similar  beneficial  or  causal  relationship 
to  cost  objectives  as  the  other  activities 
whose  costs  are  included  in  the  cost 
pool.  It  is  also  homogeneous  if  the 
allocation  of  the  costs  of  the  activities 
included  in  the  cost  pool  result  in  an 
allocation  to  cost  objectives  which  is  not 
materially  different  from  the  allocation 
that  would  result  if  the  costs  of  the 
activities  were  allocated  separately. 

(2)  An  indirect  cost  pool  is  not 
homogeneous  if  the  costs  of  all 
significant  activities  in  the  cost  pool  do 
not  have  the  same  or  a  similar  beneficial 
or  causal  relationship  to  cost  objectives 
and,  if  the  costs  were  allocated 
separately,  the  resulting  allocation 
would  be  materially  di^erent.  The 
determination  of  materaility  shall  be 
made  using  the  criteria  provided  in 
9903.305. 

(3)  A  homogeneous  indirect  cost  pool 
shall  include  all  indirect  costs  identified 
with  the  activity  to  which  the  pool 
relates. 

(c)  Change  in  Allocation  Base.  No 
change  in  an  existing  indirect  cost  pool 
allocation  base  is  required  if  the 
allocation  resulting  from  the  existing 
base  does  not  differ  materially  from  the 
allocation  that  results  from  the  use  of 
the  base  determined  to  be  most 
appropriate  in  accordance  with  the 
criteria  set  forth  in  paragraphs  (d)  and 
(e)  of  this  subsection.  The  determination 
of  materiality  shall  be  made  using  the 
criteria  provided  in  Subpart  9903.305. 
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(d)  Allocation  measures  for  an 
indirect  cost  pool  which  includes  a 
material  amount  of  the  costs  of 
management  or  supervision  of  activities 
involving  direct  labor  or  direct  material 
costs.  (1)  The  costs  of  the  management 
or  supervision  of  activities  involving 
direct  labor  or  direct  material  costs  do 
not  have  a  direct  and  definitive 
relationship  to  the  benefiting  cost 
objectives  and  cannot  be  allocated  on 
measures  of  a  specific  benehcial  or 
causal  relationship.  In  that 
circumstance,  the  base  selected  to 
measure  the  allocation  of  the  pooled 
costs  to  cost  objectives  shall  be  a  base 
representative  of  the  activity  being 
managed  or  supervised. 

(2)  The  base  used  to  represent  the 
activity  being  managed  or  supervised 
shall  be  determined  by  the  application 
of  the  criteria  below.  All  significant 
elements  of  the  selected  base  shall  be 
included. 

(i)  A  direct  labor  hour  base  or  direct 
labor  cost  base  shall  be  used,  whichever 
in  the  aggregate  is  more  likely  to  vary  in 
proportion  to  the  costs  included  in  the 
cost  pool  being  allocated,  except  that: 

(ii)  A  machine-hour  base  is 
appropriate  if  the  costs  in  the  cost  pool 
are  comprised  predominantly  of  facility- 
related  costs,  such  as  depreciation, 
maintenance,  and  utilities;  or 

(iii)  A  units-of-production  base  is 
appropriate  if  there  is  common 
production  of  comparable  units;  or 

(iv)  A  material  cost  base  is 
appropriate  if  the  activity  being 
managed  or  supervised  is  a  material- 
related  activity. 

(3)  Indirect  cost  pools  which  include 
material  amounts  of  the  costs  of 
management  or  supervision  of  activities 
involving  direct  labor  or  direct  material 
costs  shall  be  allocated  to; 

(i)  Final  cost  objectives; 

(ii)  Goods  produced  for  stock  or 
product  inventory; 

(iii)  Independent  research  and 
development  and  bid  and  proposal 
projects; 

(iv)  Cost  centers  used  to  accumulate 
costs  identified  with  a  process  cost 
system  (i.e.,  process  cost  centers); 

(v)  Goods  or  services  produced  or 
acquired  for  other  segments  of  the 
contractor  and  for  other  cost  objectives 
of  a  business  unit;  and 

(vi)  Self-construction,  fabrication, 
betterment,  improvement,  or  installation 
of  tangible  capital  assets. 

(e)  Allocation  measures  for  indirect 
cost  pools  that  do  not  include  material 
amounts  of  the  costs  of  management  or 
supervision  of  activities  involving  direct 
labor  or  direct  material  costs. 
Homogeneous  indirect  cost  pools  of  this 
type  have  a  direct  and  deHnitive 


relationship  between  the  activities  in  the 
pool  and  benefiting  cost  objectives.  The 
pooled  costs  shall  be  allocated  using  an 
appropriate  measure  of  resource 
consumption.  This  determination  shall 
be  made  in  accordance  with  the 
following  criteria  taking  into 
consideration  the  individual 
circumstances: 

(1)  The  best  representation  of  the 
beneficial  or  causal  relationship 
between  an  indirect  cost  pool  and  the 
beneHting  cost  objectives  is  a  measure 
of  resource  consumption  of  the  activities 
of  the  indirect  cost  pool. 

(2) (i)  If  consumption  measures  are 
unavailable  or  impractical  to  ascertain, 
the  next  best  representation  of  the 
benefical  or  causal  relationship  for 
allocation  is  a  measure  of  the  output  of 
the  activities  of  the  indirect  cost  pool. 
Thus,  the  output  is  substituted  for  a 
direct  measure  of  the  consumption  of 
resources. 

(ii)  The  use  of  the  basic  unit  of  output 
will  not  reflect  the  proportional 
consumption  of  resources  in 
circumstances  in  which  the  level  of 
resource  consumption  varies  among  the 
units  of  output  produced.  Where  a 
material  difference  will  result,  either  the 
output  measure  shall  be  modified  or 
more  than  one  output  measure  shall  be 
used  to  reflect  the  resources  consumed 
to  perform  the  activity. 

(3)  If  neither  resources  consumed  nor 
output  of  the  activities  can  be  measured 
practically,  a  surrogate  that  varies  in 
proportion  to  the  services  received  shall 
be  used  to  measure  the  resources 
consumed.  Generally,  such  surrogates 
measure  the  activity  of  the  cost 
objectives  receiving  the  service. 

(4)  Allocation  of  indirect  cost  pools 
which  benefit  one  another  may  be 
accopiplished  by  use  of: 

(i)  The  cross-allocation  (reciprocal) 
method. 

(ii)  The  sequential  method,  or 

(iii)  Another  method  the  results  of 
which  approximate  those  achieved  by 
either  of  the  methods  in  subdivisions 
(e)(4)(i)  or  (e)(4)(ii)  of  this  subsection. 

(5)  Where  the  activities  represented 
by  an  indirect  cost  pool  provide  services 
to  two  or  more  cost  objectives 
simultaneously,  the  cost  of  such  services 
shall  be  prorated  between  or  among  the 
cost  objectives  in  reasonable  proportion 
to  the  beneHcial  or  causal  relationship 
between  the  services  and  the  cost 
objectives. 

(f)  Special  allocation.  Where  a 
particular  cost  objective  in  relation  to 
other  cost  objectives  receives 
signiflcantly  more  or  less  beneht  from 
an  indirect  cost  pool  than  would  be 
reflected  by  the  allocation  of  such  costs 
using  a  base  determined  pursuant  to 


paragraphs  (d)  and  (e)  of  this 
subsection,  the  Government  and 
contractor  may  agree  to  a  special 
allocation  from  that  indirect  cost  pool  to 
the  particular  cost  objective 
commensurate  with  the  benefits 
received.  The  amount  of  a  special 
allocation  to  any  such  cost  objective 
made  pursuant  to  such  an  agreement 
shall  be  excluded  from  the  indirect  cost 
pool  and  the  particular  cost  objective's 
allocation  base  data  shall  be  excluded 
from  the  base  used  to  allocate  the  pool. 

(g)  Use  of  preestablished  rates  for 
indirect  costs.  (1)  Preestablished  rates, 
based  on  either  forecasted  actual  or 
standard  cost,  may  be  used  in  allocating 
an  indirect  cost  pool. 

(2)  Preestablished  rates  shall  reflect 
the  costs  and  activities  anticipated  for 
the  cost  accounting  period  except  as 
provided  in  paragraph  (g)(3)  of  this 
subsection.  Such  preestablished  rates 
shall  be  reviewed  at  least  annually,  and 
revised  as  necessary  to  reflect  the 
anticipated  conditions. 

(3)  The  contracting  parties  may  agree 
on  preestablished  rates  which  are  not 
based  on  costs  and  activities  anticipated 
for  a  cost  accounting  period.  The 
contractor  shall  have  and  consistently 
apply  written  policies  for  the 
establishment  of  these  rates. 

(4)  Under  paragraphs  (g)  (2)  and  (3)  of 
this  subsection  where  variances  of  a 
cost  accounting  period  are  material, 
these  variances  shall  be  disposed  of  by 
allocating  them  to  cost  objectives  in 
proportion  to  the  costs  previously 
allocated  to  these  cost  objectives  by  use 
of  the  preestablished  rates. 

(5)  If  preestablished  rates  are  revised 
during  a  cost  accounting  period  and  if 
the  variances  accumulated  to  the  time  of 
the  revision  are  significant,  the  costs 
allocated  to  that  time  shall  be  adjusted 
to  the  amounts  which  would  have  been 
allocated  using  the  revised 
preestablished  rates. 

9904.418- 60  Illustrations. 

(a)  Business  Unit  A  has  various 
classifications  of  engineers  whose  time 
is  spent  in  working  directly  on  the 
production  of  the  goods  or  services 
called  for  by  contracts  and  other  Hnal 
cost  objectives.  In  keeping  with  its 
written  policy,  detailed  time  records  are 
kept  of  the  hours  worked  by  these 
engineers,  showing  the  job/account 
numbers  representing  various  cost 
objectives.  On  the  basis  of  these 
detailed  time  records.  Unit  A  allocates 
the  labor  costs  of  these  engineers  as 
direct  labor  costs  of  final  cost 
objectives.  This  practice  is  jn 
accordance  with  the  requirements  of 

9904.418- 50(a)(l). 
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(b)  Business  Unit  B  has  a  fabrication 
department,  employees  of  which 
perform  various  functions  on  units  of  the 
woric-in-process  of  multiple  final  cost 
objectives.  These  employees  are 
grouped  by  labor  skills  and  are 
interchangeable  within  the  skill 
grouping.  The  average  wage  rate  for 
each  group  is  multiplied  by  the  hours 
worked  on  each  cost  objective  by 
employees  in  that  group.  The  contractor 
classiHes  these  costs  as  direct  labor 
costs  of  each  final  cost  objective.  This  . 
cost  accounting  treatment  is  in 
accordance  with  the  provisions  of 

9904.418- 50(a)(2)(ii)(B). 

(c)  Business  Unit  C  accumulates  the 
costs  relating  to  building  ownership, 
maintenance,  and  utility  into  one 
indirect  cost  pool  designated 
“Occupancy  Costs”  for  allocation  to 
cost  objectives.  Each  of  these  activites 
has  the  same  or  a  similar  beneficial  or 
causal  relationship  to  the  cost  objectives 
occupying  a  space.  Unit  C’s  practice  is 
in  conformance  with  the  provisions  of 

9904.418- 50(b)(l). 

(d)  Business  Unit  D  includes  the 
indirect  costs  of  machining  and 
assembling  activities  in  a  single 
manufacturing  overhead  pool.  The 
machining  activity  does  not  have  the 
same  or  similar  beneficial  or  causal 
relationship  to  cost  objectives  as  the 
assembling  activity.  Also,  the  allocation 
of  the  cost  of  the  machining  activity  to 
cost  objectives  would  be  significantly 
different  if  allocated  separately  from  the 
cost  of  the  assembling  activity.  Unit  D's 
single  manufacturing  overhead  pool  is 
not  homogeneous  in  accordance  with 
the  provisions  of  9904.418-50(b),  and 
separate  pools  must  be  established  in 
accordance  with  9904.418-40(b). 

(e)  In  accordance  with  9904.418- 
50(b)(3),  Business  Unit  E  includes  all  the 
cost  of  occupancy  in  an  indirect  cost 
pool.  In  selecting  an  allocation  measure 
for  this  indirect  cost  pool,  the  contractor 
establishes  that  it  is  impractical  to 
ascertain  a  measurement  of  the 
consumption  of  resources  in  relation  to 
the  use  of  facilities  by  individual  cost 
objectives.  An  output  base,  the  number 
of  square  feet  of  space  provided  to 
users,  can  be  measured  practically; 
however,  the  cost  to  provide  facilities  is 
significantly  different  for  various  types 
of  facilities  such  as  warehouse,  factory, 
and  office  and  each  type  of  facility 
requires  a  different  level  of  resource 
consumption  to  provide  the  same 
number  of  square  feet  of  usable  space. 
Allocation  on  a  basic  unit  measure  of  t 
square  feet  of  space  occupied  will  not 
adequately  reflect  the  proportional 
consumption  of  resources.  Unit  E 
establishes  e  weighted  square  foot 


measure  for  allocating  occupancy  costs, 
which  reflects  the  di^erent  levels  of 
resource  consumption  required  to 
provide  the  different  types  of  facilities. 
This  practice  is  in  conformance  with 
provisions  of  9904.418-60(e)(2)(ii). 

(f)  Business  Unit  F  has  an  indirect  cost 
pool  containing  a  significant  amount  of 
material-related  costs.  The  contractor 
allocates  these  costs  between  his 
machining  overhead  cost  pool  and  his 
assembly  overhead  cost  pool.  The 
business  unit  finds  it  impractical  to  use 
an  allocation  measure  based  on  either 
consumption  or  output.  The  business 
unit  selects  a  dollars  of  material-issued 
base  which  varies  in  proportion  to  the 
services  rendered.  The  dollars  of 
material-issued  base  is  a  surrogate  base 
which  conforms  to  the  provisions  of 

9904.418- 50(e)(3). 

(g)  Business  Unit  G  has  a  machining 
activity  for  which  it  develops  a  separate 
overhead  rate,  using  direct  labor  cost  as 
the  allocation  base.  The  machining 
activity  occasionally  does  significant 
amounts  of  work  for  other  activities  of 
the  business  unit.  The  labor  used  in 
doing  the  work  for  other  activities  is  of 
the  same  nature  as  that  used  for 
contract  work.  However,  the  machining 
labor  for  other  activities  is  not  included 
in  the  base  used  to  allocate  the 
overhead  costs  of  the  machining 
activity.  This  practice  is  not  in 
conformance  with  9904.418-50(d)(2). 

Unit  G  must  include  the  cost  of  labor 
doing  work  for  the  other  activities  in  the 
allocation  base  for  the  machining 
activity  indirect  cost  pool. 

(h)  Business  Unit  H  accounts  for  the 
costs  of  company  aircraft  in  a  separate 
homogeneous  indirect  cost  pool  and 
allocates  the  cost  to  benefiting  cost 
objectives  using  flight  hours.  Unit  H 
prorates  the  cost  of  a  single  flight 
between  benefiting  cost  objectives 
whenever  simultaneous  services  have 
been  rendered.  Manager  of  Contract  2 
learns  of  the  trip  and  goes  along  with 
Manager  of  Contract  1.  Unit  H  prorates 
the  cost  of  the  trip  between  Contract  1 
and  Contract  2.  liiis  practice  is  in 
conformance  with  the  provision  of 

9904.418- 50(e)(5). 

(i)  During  a  cost  accounting  period. 
Business  Unit  I  allocates  the  cost  of  its 
flight  services  indirect  cost  pool  to  other 
indirect  cost  pools  and  final  cost 
objectives  using  a  preestablished  rate. 
The  preestablished  rate  is  based  on  an 
estimate  of  the  actual  costs  and  activity 
for  the  cost  accounting  period.  For  the 
cost  accounting  period.  Unit  1 
establishes  a  rate  of  $200  per  hour  for 
use  of  the  flight  services  activity.  In 
March,  the  contractor’s  operating 
environment  changes  significantly;  the 


contractor  now  expects  a  significant 
increase  in  the  cost  of  this  activity 
during  the  remainder  of  the  year.  Unit  I 
estimates  the  rate  for  the  entire  cost 
accounting  period  to  be  $240  an  hour. 
Pursuant  to  the  provisions  of  9904.418- 
50(g)(4),  the  Business  Unit  may  revise  its 
rate  to  the  expected  $240  an  hour.  If  the 
acciimulated  variances  are  significant, 
the  business  unit  must  also  adjust  the 
costs  previously  allocated  to  reflect  the 
revised  rates. 

9904.418- 61  Intfpretatton.  [Rate  rvdl 

9904.418- 62  Exemptions. 

This  Standard  shall  not  apply  to 
contracts  and  grants  with  state,  local, 
and  Federally  recognized  Indian  tribal 
governments. 

9904.418- 63  Effective  date. 

This  Standard  is  efiective  as  of  April 
17. 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard’s 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  begining  with  the 
contractor’s  second  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 

9904.420  Accountino  for  Independent 
research  and  development  costs  and  bid 
and  proposal  costs. 

9904.420- 10  [Reservedl 

9904.420- 20  Purpose. 

The  purpose  of  this  Cost  Accounting 
Standard  is  to  provide  criteria  for  the 
accumulation  of  independent  research 
and  development  costs  and  bid  and 
proposal  costs  and  for  the  allocation  of 
such  costs  to  cost  objectives  based  on 
the  beneficial  or  causal  relationship 
between  such  costs  and  cost  objectives. 
Consistent  application  of  these  criteria 
will  improve  cost  allocation. 

9904.420- 30  Daflnltiona. 

(a)  The  following  are  definitions  of 
terms  which  are  prominent  in  this 
Standard.  Other  terms  defined 
elsewhere  in  this  Chapter  99  shall  have 
the  meanings  ascribed  to  them  in  those 
definitions  unless  paragraph  (b)  of  this 
subsection,  requires  otherwise. 

(1)  Allocate  means  to  assign  an  item 
of  cost,  or  a  group  of  items  of  cost,  to 
one  or  more  cost  objectives.  This  term 
includes  both  direct  assignment  of  cost 
and  the  reassignment  of  a  share  from  an 
indirect  cost  pool. 

(2)  Bid  and  proposal  (B&P)  cost  means 
the  cost  incurred  in  preparing, 
submitting,  or  supporting  any  bid  or 
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proposal  which  effort  is  neither 
sponsored  by  a  grant,  nor  required  in  the 
performance  of  a  contract. 

(3)  Business  unit  means  any  segment 
of  an  organization,  or  an  entire  business 
organization  which  is  not  divided  into 
segments. 

(4)  General  and  administrative  (G&A) 
expense  means  any  management, 
financial,  and  other  expenses  which  is 
incurred  by  or  allocated  to  a  business 
unit  and  which  is  for  the  general 
management  and  administration  of  the 
business  unit  as  a  whole.  G&A  expense 
does  not  include  those  management 
expenses  whose  beneHcial  or  causal 
relationship  to  cost  objectives  can  be 
more  directly  measured  by  a  base  other 
than  a  cost  input  base  representing  the 
total  activity  of  a  business  unit  during  a 
cost  accounting  period. 

(5)  Home  office  means  an  ofHce 
responsible  for  directing  or  managing 
two  or  more,  but  not  necessarily  all, 
segments  of  an  organization.  It  typically 
establishes  policy  for,  and  provides 
guidance  to  the  segments  in  their 
operations.  It  usually  performs 
management,  supervisory,  or 
administrative  functions,  and  may  also 
perform  service  functions  in  support  of 
the  operations  of  the  various  segments. 
An  organization  which  has  intermediate 
levels,  such  as  groups,  may  have  several 
home  offices  which  report  to  a  common 
home  o^ice.  An  intermediate 
organization  may  be  both  a  segment  and 
a  home  office. 

(6)  Independent  research  and 
development  means  the  cost  of  effort 
which  is  neither  sponsored  by  a  grant, 
nor  required  in  the  performance  of  a 
contract,  and  which  falls  within  any  of 
the  following  three  areas; 

(i)  Basic  and  applied  research, 

(ii)  Development,  and 

(iii)  Systems  and  other  concept 
formulation  studies. 

(7)  Indirect  cost  means  any  cost  not 
directly  identified  with  a  single  final 
cost  objective,  but  identiHed  with  two  or 
more  Hnal  cost  objectives  or  with  at 
least  one  intermediate  cost  objective. 

(8)  Segment  means  one  of  two  or  more 
divisions,  product  departments,  plants, 
or  other  subdivisions  of  an  organization 
reporting  directly  to  a  home  o^ice, 
usually  identified  with  responsibility  for 
profit  and/or  producing  a  product  or 
service.  The  term  includes  Government- 
owned  contractor-operated  (GOCO) 
facilities,  and  joint  ventures  and 
subsidiaries  (domestic  and  foreign]  in 
which  the  organization  has  a  majority 
ownership.  The  term  also  includes  those 
joint  ventures  and  subsidiaries 
(domestic  and  foreign)  in  which  the 
organizations  has  less  than  a  majority  of 


ownership,  but  over  which  it  exercises 
control. 

(b)  The  following  modifications  of 
terms  defined  elsewhere  in  this  Chapter 
99  are  applicable  to  this  Standard:  None. 

9904.420- 40  Fundamental  requirement. 

(a)  The  basic  unit  for  the  identification 
and  accumulation  of  Independent 
Research  and  Development  (IR&D]  and 
Bid  and  Proposal  (B&P)  costs  shall  be 
the  individual  IR&D  or  B&P  project. 

(b)  The  IR&D  and  B&P  project  costs 
shall  consist  of  all  allocable  costs, 
except  business  unit  general  and 
administrative  expenses. 

(c)  The  IR&D  and  B&P  cost  pools 
consist  of  all  IR&D  and  B&P  project 
costs  and  other  allocable  costs,  except 
business  unit  general  and  administrative 
expenses. 

(d)  The  IR&D  and  B&P  cost  pools  of  a 
home  office  shall  be  allocated  to 
segments  on  the  basis  of  the  beneficial 
or  causal  relationship  between  the  IR&D 
and  B&P  costs  and  the  segments 
reporting  to  that  home  office. 

(e)  The  IR&D  and  B&P  cost  pools  of  a 
business  unit  shall  be  allocated  to  the 
final  cost  objectives  of  that  business 
unit  on  the  basis  of  the  beneficial  or 
causal  relationship  between  the  IR&D 
and  B&P  costs  and  the  final  cost 
objectives. 

(f) (1)  The  B&P  costs  incurred  in  a  cost 
accounting  period  shall  not  be  assigned 
to  any  other  cost  accounting  period. 

(2)  The  IR&D  costs  incurred  in  a  cost 
accounting  period  shall  not  be  assigned 
to  any  other  cost  accounting  period, 
except  as  may  be  permitted  pursuant  to 
provisions  of  existing  laws,  regulations, 
and  other  controlling  factors. 

9904.420- 50  Techniques  for  application. 

(a)  The  ER&D  and  B&P  project  costs 
shall  include  (1)  costs,  which  if  incurred 
in  like  circumstances  for  a  final  cost 
objective,  would  be  treated  as  direct 
costs  of  that  final  cost  objective,  and  (2) 
the  overhead  costs  of  productive 
activities  and  other  indirect  costs 
related  to  the  project  based  on  the 
contractor’s  cost  accounting  practice  or 
applicable  Cost  Accounting  Standards 
for  allocation  of  indirect  costs. 

(b)  The  IR&D  and  B&P  cost  pools  for  a 
segment  consist  of  the  project  costs  plus 
allocable  home  o^ice  IR&D  and  B&P 
costs. 

(c)  When  the  costs  of  individual  IR&D 
or  B&P  efforts  are  not  material  in 
amount,  these  costs  may  be 
accumulated  in  one  or  more  project(s) 
within  each  of  these  two  types  of  effort. 

(d)  The  costs  of  any  work  performed 
by  one  segment  for  another  segment 
shall  not  be  treated  as  IR&D  costs  or 
B&P  costs  of  the  performing  segment 


unless  the  work  is  a  part  of  an  IR&D  or 
B&P  project  of  the  performing  segment. 

If  such  work  is  part  of  a  performing 
segment’s  IR&D  or  B&P  project,  the 
project  will  be  transferred  to  the  home 
office  to  be  allocated  in  accordance  with 
paragraph  (e)  of  this  subsection. 

(e)  The  costs  of  IR&D  and  B&P 
projects  accumulated  at  a  home  office 
shall  be  allocated  to  its  segments  as 
follows; 

(1)  Projects  which  can  be  identified 
with  a  specific  segment(s)  shall  have 
their  costs  allocated  to  such  segment(s). 

(2)  The  costs  of  all  other  IR&D  and 
B&P  projects  shall  be  allocated  among 
all  segments  by  means  of  the  same  base 
used  by  the  company  to  allocate  its 
residual  expenses  in  accordance  with 
9904.403;  provided,  however,  where  a 
particular  segment  receives  significantly 
more  or  less  benefit  from  the  IR&D  or 
B&P  costs  than  would  be  reflected  by 
the  allocation  of  such  costs  to  the 
segment  by  the  base,  the  Government 
and  the  contractor  may  agree  to  a 
special  allocation  of  the  IR&D  or  B&P 
costs  to  such  segment  commensurate 
with  the  benefits  received.  The  amount 
of  a  special  allocation  to  any  segment 
made  pursuant  to  such  an  agreement 
shall  be  excluded  from  the  IR&D  and 
B&P  cost  pools  to  be  allocated  to  other 
segments  and  the  base  data  of  any  such 
segment  shall  be  excluded  from  the  base 
used  to  allocate  these  pools. 

(f)  The  costs  of  IR&D  and  B&P  projects 
accumulated  at  a  business  unit  shall  be 
allocated  to  cost  objectives  as  follows: 

(1)  Where  costs  of  any  IR&D  or  B&P 
project  benefit  more  than  one  segment 
of  the  organization,  the  amounts  to  be 
allocated  to  each  segment  shall  be 
determined  in  accordance  with 
paragraph  (e)  of  this  subsection. 

(2)  The  IR&D  and  B&P  cost  pools 
which  are  not  allocated  under 
subparagraph  (f)(1)  of  this  subsection, 
shall  be  allocated  to  all  final  cost 
objectives  of  the  business  unit  by  means 
of  the  same  base  used  by  the  business 
unit  to  allocate  its  general  and 
administrative  expenses  in  accordance 
with  9904.410-50;  provided,  however, 
where  a  particular  final  cost  objective 
receives  significantly  more  or  less 
benefit  from  IR&D  or  B&P  cost  than 
would  be  reflected  by  the  allocation  of 
such  costs  the  Government  and  the 
contractor  may  agree  to  a  special 
allocation  of  the  IR&D  or  B&P  costs  to 
such  final  cost  objective  commensurate 
with  the  benefits  received.  The  amount 
of  special  allocation  to  any  such  final 
cost  objective  made  pursuant  to  such  an 
agreement  shall  be  excluded  from  the 
IR&D  and  B&P  cost  pools  to  be  allocated 
to  other  final  cost  objectives  and  the 
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particular  final  cost  objective’s  base 
data  shall  be  excluded  from  the  base 
used  to  allocate  these  pools. 

(g)  Notwithstanding  the  provisions  of 
paragraph  (d),  (e)  or  (f)  of  this 
subsection,  the  costs  of  IR&D  and  B&P 
projects  allocable  to  a  home  office 
pursuant  to  9904.420-50(d)  may  be 
allocated  directly  to  the  receiving 
segments,  provided  that  such  allocation 
not  be  substantially  different  from  the 
allocation  that  would  be  made  if  they 
were  first  passed  through  home  ofHce 
accounts. 

9904.420- 60  Illustrations. 

(a)  Business  Unit  A’s  engineering 
department  in  accordance  with  its 
established  accounting  practice,  charges 
administrative  effort  including  typing  its 
overhead  cost  pool.  In  submitting  a 
proposal,  the  engineering  department 
assigns  several  typists  to  the  proposal 
project  on  a  full  time  basis  and  charges 
the  typists'  time  directly  to  the  proposal 
project,  rather  than  to  its  overhead  pool. 
Because  the  engineering  department 
under  its  established  accounting 
practice  does  not  charge  the  cost  of 
typing  directly  to  final  cost  objectives, 
the  direct  charge  does  not  meet  with  the 
requirements  of  9904.420-50{a). 

(b)  Company  B  has  Hve  segments.  The 
company  undertakes  an  IR&D  project 
which  is  part  of  IR&D  plans  of  segments 
X,  Y,  and  Z,  and  will  be  of  general 
benefit  to  all  five  segments.  The 
company  designates  Segment  Z  as  the 
project  leader  in  performing  the  project. 
In  accumulating  the  costs,  each  segment 
allocates  overhead  to  its  part  of  the 
project  but  does  not  allocate  segment 
G&A.  The  IR&D  costs  are  then  allocated 
to  the  home  office  by  each  segment.  The 
costs  are  combined  with  other  IR&D 
costs  that  benefit  the  company  as  a 
whole.  The  costs  are  allocated  to  all  five 
segments  by  means  of  the  same  base  by 
which  the  company  allocates  its  residual 
home  office  expense  costs  of  all 
segments.  This  practice  meets  the 
requirements  of  9904.420-40(b), 

9904.420- 50(e)(2),  and  9904.420-50(0(1). 

(c)  Business  Unit  C  normally  accounts 
for  its  B&P  effort  by  individual  project.  It 
accumulates  directly  allocated  costs  and 


departmental  overhead  costs  by  project. 
The  business  unit  also  submits  large 
numbers  of  bids  and  proposals  whose 
individual  costs  of  preparation  are  not 
material  in  amount.  The  business  unit 
collects  the  cost  of  these  efforts  under  a 
single  project.  Since  the  cost  of 
preparing  each  individual  bid  and 
proposal  is  not  material,  the  practice  of 
accumulating  these  costs  in  a  single 
project  meets  the  requirements  of 

9904.420-50(0). 

(d)  Segment  D  requests  that  Segment 
Y  provide  support  for  a  Segment  D  IR&D 
project.  The  work  being  performed  by 
Segment  Y  is  similar  in  nature  to 
Segment  Y's  normal  product  and  is  not 
part  of  its  annual  IR&D  plan.  Segment  Y 
allocates  to  the  project  all  costs  it 
allocates  to  other  final  cost  objectives, 
including  G&A  expense.  Segment  Y  then 
directly  transfers  the  cost  of  the  project 
to  Segment  D  in  accordance  with  its 
normal  intersegment  transfer  procedure. 
The  accounting  treatment  meets  the 
requirements  of  9904.420-50(d)  and 
9904.410. 

(e) (1)  Contractor  E  has  six  operating 
segments  and  a  research  segment.  The 
research  segment  performs  work  under 

(1)  Research  and  development 
contracts, 

(ii)  Projects  which  are  not  part  of  its 
own  IR&D  plan  but  are  specifically  in 
support  of  other  segments’  IR&D 
projects,  and 

(iii)  IR&D  projects  for  the  benefit  of 
the  company  as  a  whole. 

(2)  The  research  segment  directly 
allocates  the  cost  of  the  projects  in 
support  of  another  segment’s  IR&D 
projects,  including  an  allocation  of  its 
general  and  administrative  expenses,  to 
the  receiving  segment.  This  practice 
meets  the  requirements  of  9904.420- 
50(d). 

(3)  The  costs  of  the  IR&D  projects 
which  benefit  the  company  as  a  whole 
exclude  any  allocation  of  the  research 
segment’s  general  and  administrative 
expenses  and  are  transferred  to  the 
home  office.  The  home  office  allocates 
these  costs  on  the  same  base  it  uses  to 
allocate  its  residual  expenses  to  all 
seven  segments.  This  practice  meets  the 


requirements  of  9904.420-50  (e)(2)  and 

(f)(1). 

(f)  Company  F  accumulates  at  the 
home  office  the  costs  of  IR&D  and  B&P 
projects  which  generally  benefit  all 
segments  of  the  company  except 
Segment  X.  The  company  and  the 
contracting  officer  agree  that  the  nature 
of  the  business  activity  of  Segment  X  is 
such  that  the  home  office  IR&D  and  B&P 
effort  is  neither  caused  by  nor  provides 
any  benefit  to  that  segment.  For  the 
purpose  of  allocating  its  home  office 
residual  expenses,  the  company  uses  a 
base  as  provided  in  9904.403.  For  the 
purpose  of  allocating  the  home  office 
IR&D  and  B&P  costs,  the  company 
removes  the  data  of  Segment  X  from  the 
base  used  for  the  allocation  of  its 
residual  expenses.  This  practice  meets 
the  requirements  of  9904.420-50(e)(2). 

(g)  Company  G  has  10  segments. 
Segment  X  performs  IR&D  projects,  the 
results  of  which  benefit  it  and  two  other 
segments  but  none  of  the  other  seven 
segments.  The  cost  of  those  projects 
performed  by  Segment  X  are  transferred 
to  the  home  office  and  allocated  to  the 
three  segments  on  the  basis  of  the 
benefits  received  by  the  three  segments. 
This  practice  meets  the  requirements  of 

9904.420- 50(e)(l)  and  9904.420-50(f)(l). 

9904.420- 61  Interpretation.  [Reserved] 

9904.420- 62  Exemptions. 

This  Standard  shall  not  apply  to 
contracts  and  grants  with  state,  local, 
and  Federally  recognized  Indian  tribal 
governments. 

9904.420- 63  Effective  date. 

This  Standard  is  effective  as  of  April 
17, 1992.  Contractors  with  prior  CA^ 
covered  contracts  with  full  coverage 
shall  continue  this  Standard's 
applicability  upon  receipt  of  a  contract 
to  which  this  Standard  is  applicable.  For 
contractors  with  no  previous  contracts 
subject  to  this  Standard,  this  Standard 
shall  be  applied  beginning  with  the 
contractor’s  second  full  fiscal  year 
beginning  after  the  receipt  of  a  contract 
to  which  this  Standard  is  applicable. 
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